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“JUDGING SECURITIES” 


\ booklet written by our Statistical Department and sent on request, 

which is of exceptional interest and value to investors. 

The purpose of this booklet is to assist the investor in de 
termining the value of a stock or bond for himself. 

It tells what the primary considerations are in judging a 
security—what questions a man should ask himself before 
he buys. 

\Vithout being technical, it explains the items found in 
a balance sheet and an income account (such as contained in 
annual reports) and enables the investor to figure out and 
understand a corporation’s financial condition and earning 


power. 
The booklet is interesting and instructive, and will be 
sent without charge to those who request it. 
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The Industrial Outlook 


By SYDNEY ASHTON BONNAFFON 


N view of the marked improvement 
which is occurring in many of our 
basic industries, both in volume of 

business and in sentiment, the question 
arises, to what extent is an industrial 
boom, similar to that of 1905 and 1906, 
either possible or probable at the present 
time? In other words, have the past 
two years witnessed sufficient business 
liquidation to form a basis for healthy 
improvement from now on or is the 
quickened industrial pace of the past few 
months due to specific causes and not to 
be looked upon as anything more than 
a temporary turn in the industrial tide? 

In the first place, let us see what are 
the conditions which have usually pre- 
ceded our booms in the past and then by 
comparison we may get some idea what 
sequel to expect from the conditions 
which have prevailed in the past two 
years. 

During the last half century all our 
industrial booms of magnitude have been 
preceded by a period of business depres- 
sion or liquidation. This period has been 
marked by distinct characteristics, the 
most important of which we may enu- 
merate as follows: Stagnation in busi- 


ness, large volume of commercial fail- 
ures, great numbers of unemployed, gen- 
eral wage reductions, heavy falling off 
in imports reflecting a decrease in the 
purchasing power of the people, low 
commodity prices and rents. 

The general liquidation releases large 
quantities of previously tied up capital, 
which gradually finds its way into the 
banks. The uncertainty and fear of the 
future leads to saving and economical 
living among the masses, which swells 
the large accumulations of idle credit. 
This period of hard times may last any- 
where from one to five years, but the 
average duration of depressions in the 
United States has been approximately 
two years. 

Next follows a period of improvement, 
which reflects the first signs of return- 
ing confidence by a gradual rise in the 
price of standard bonds. This is the 
direct result of the pressure of idle money 
seeking investment. Railroad and other 
corporate interests find this an excep- 
tionally good time to float low interest, 
long term obligations and thus proyide 
themselves with the means of extending 
and improving lines, equipment, etc., at 
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a low interest cost. The spending of 
large quantities of capital so obtained 
gradually sets the wheels of industry in 
motion, and the height to which the ac- 
companying prosperity may ascend will 
depend upon the degree of previous 
liquidation, or upon the amount of credit 
that had been accumulated therein. 

Having now laid down a measure of 
liquidation, as it were, and at the same 
time pointed out the process by which 
improvement and then prosperous times 
may come about, it remains to apply 
these principles to the conditions which 
have prevailed during the past two years, 
and in this way obtain, if possible, some 
conclusions of value. 

In reviewing business conditions as 
they have prevailed throughout the coun- 
try beginning with the second half of 
191C and extending down to the present 
time, we fail to find the industrial stag- 
nation which we would expect to char- 
acterize a period of even moderate de- 
pression. Bank clearings (excluding 
New York City) have shown a steady 
and healthy advance. The gross earn- 
ings of railroads have reflected a con- 
stant increase in the volume of freight 
and number of passengers carried. And 
as for a falling off in imports, to suggest 
a decrease in the purchasing power of 
the people, or a disposition on their part 
to save, nothing of that kind has oc- 
curred. Imports have maintained the 
high average level of 1909, and are now 
showing a disposition to make a record 
volume. 

While it is true that immigration has 
fallen off to some extent, this is partly 
due to the good times which have pre- 
vailed in Europe. Certainly the number 
of unemployed during the. past two years 
has been comparatively small, and the 
tendency of wages has been to increase 
rather than decrease. In fact labor has 
found very little trouble in having its 
demands satisfied. 

Statistics relative. to commercial fail- 
ures likewise fail to suggest a prevalence 
of hard times. In fact, the volume of 
liabilities has constantly indicated that 
conditions were comparatively prosper- 
ous. True, the number of failures 


throughout the country has been gradu- 
ally increasing, showing that pressure 
has been bearing upon the small busi- 
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ness people. But without a correspond- 
ing increase in the total liabilities any 
large volume of liquidation is not sug- 
gested. 

Coming to the cost of living, we find 
that very little if any relief has been 
afforded in this respect. Commodity 
prices, which showed some inclination to 
decline during 1910 and the first half of 
1911, are now at their highest in twenty 
years. Making all allowances for the 
fact that the purchasing power of money 
is decreasing, owing to increased gold 
production and other causes, this tend- 
ency on the part of commodity prices to 
increase at so rapid a rate certainly does 
not suggest that liquidation has laid a 
basis for the healthy improvement we 
would like to see. 

Again, it is frequently pointed out 
that railroads and industrial corporations 
have been economizing. This is un- 
doubtedly true, and would be a most 
gratifying condition were it not for the 
fact that where the greatest economizing 
has occurred it has been to maintain high 
dividends, frequently on excessive capi- 
talizations. Furthermore, the banking 
figures of the country, while not reflect- 
ing any important strain at the present 
time, do not show the liquidated condi- 
tion industrially and financially which 
prevailed previous to the prosperous 
times of 1901-2, 1905-6, and 1909. 

Commenting on the characteristics 
which may be noted in regard to the re- 
cent business improvement, it is interest- 
ing to note that instead of an underlying 
betterment in conditions being reflected 
by a rise in the prices of standard bonds, 
a pronounced sagging tendency has pre- 
vailed for several months past: ~Cer- 
tainly this fact, together with the small 
success attending the last New York City 
bond sale, hardly suggests any large ac- 
cumulation of idle money waiting to be 
employed. 

Should we conclude from our failure 
to discover the thorough business liquida- 
tion which we feel should precede an era 
of prosperous times, that the recent ac- 
tivity in the copper. and steel industries 
and the improvement in business senti- 
ment generally is simply .4 temporary 
betterment, the’ question: then - arises: ” 
What is the cause of this improvement, 
what characteristics is it likely to as- 
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sume, how long may it reasonably be 
expected to continue, and with what 
sequel ? 

In the first place it must be remem- 
bered that the leading industrial nations 
of Europe did not recover from the panic 
of 1907 as abruptly nor as rapidly as we 
did. The recovery here was stimulated 
by the efforts of business men’s commit- 
tees in their promotion of the so-called 
“sunshine movement.” Their constant 
preaching and talking optimism, good 
times, etc., undoubtedly had the effect 
of bringing about a rapid return of 
confidence at the expense of normal 
and healthy liquidation and the weed- 
ing out process which would naturally 
have occurred. Had our recovery not 
been premature and had many ques- 
tionable and unsound enterprises been 
dissolved, which were tided over, the un- 
satisfactory conditions of the past two 

years would hardly have prevailed. 

‘ Europe, on the contrary, recovered 
slowly, and only after thorough liquida- 
tion had occurred. It was the refusal 
of foreign bankers to make further credit 
extensions to speculators here which 
halted our over-recovery in 1909. This 
conservatism and recognition of the 
teachings of the crisis of 1907 by the 
bankers and business men of England, 
France and Germany has been rewarded 
by the prosperous times which have pre- 
vailed there for over two years past. In 
fact it has been this European prosperity 
and its consequent demand for our raw 
materials which has been responsible for 
the comparatively high level of business 
in our own country at a time when do- 
mestic consumption has been contracted, 
sensitive and erratic. 

The inability of European manufac- 
turers and producers to take care of their 
home demand and the high prices pre- 
vailing there have enabled our manufac- 
turers to secure an unusually large 
amount of foreign business. This is ac- 
curately reflected in our exports of non- 
agricultural materials. Taking the month 
of December as a criterion we have, 
starting with the year 1908, $74,000,000 
of this class of exports; 1909, $83,000,- 
000; 1910, $94,000,000; 1911, $416,000,- 
000. From December, 1908, to Decem- 
ber, 1911, the per cent. of non-agricul- 
tural exports to total exports rose from 
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39.3 per cent. to about 51.5 per cent. 

During the latter part of 1911 and 
throughout the current year to date the 
continued prosperity in Europe has 
created an increasing demand for our 
commodities and raw materials. For 
example, copper metal, of which wé pro- 
duce nearly 60 per cent. of the world’s 
supply, has risen from twelve cents a 
pound a year ago to above seventeen, 
owing almost entirely to increased for- 
eign consumption. 

The current improved conditions in our 
steel and iron industries also owe their 
inception to outside demand. Large rail- 
road gross earnings, bank clearings, and 
the fact that there are at present few 
men out of work, are features which can 
be traced, in large part, directly to our 
foreign trade. In other words, indus- 
trial activities in other parts of the world 
have formed a continual check for two 
years to the declining industrial tend- 
ency in the United States. Under this 
stimulus the liquidation which a study of 
past conditions suggests that we must 
look forward to, has been temporarily 
delayed. 

But this delay must of necessity be 
only temporary. Even now we hear 
from time to time the rumblings of mone- . 
tary troubles in Berlin. Conservative 
men of high financial standing in the 
world’s great credit centers, men whose 
opinions warrant respect, are pointing 
warningly to the threatening financial 
clouds now overcasting Europe, just as 
they did when our own country was over- 
indulging in speculation in 1909. 

Within two months the autumn credit 
tightening will be upon us. Any further 
business improvement from now on, 
either here or in Europe, will be reflected 
in a threatening and possibly serious in- 
ternational money strain. Our loans to 
Germany could not be recalled at this 
juncture without causing great incon- 
venience and trouble, and a crisis in Ber- 
lin at the present time would be likely to 
mean hard times to all the great indus- 
trial nations. 

The present situation, viewed locally 
or internationally, is fraught with a 
danger and an uncertainty which war- 
rants the greatest conservatism and 
watchfulness upon the part of the busi- 
ness man or the investor. 








Why Crop Outlook Is Especially Important 


We are Approaching a Transition Period - 


By WILLIAM T. CONNORS 


[A great change in the situation affecting our leading cereal crops and their prices 
is now near at hand. The United States is rapidly losing its position as the leading 
exporter of grain. The results of this change are of far-reaching importance, and 


are concisely pointed out in this article.] 


T this season the attention of in- 
A vestors is always fixed on crop 
developments as an important 
part of the situation. We tell each other 
that we must have good crops if pros- 
perous conditions are to be maintained; 
but it is to be feared that many of us 
accept this merely as a trite and well 
understood fact, without analyzing the 
changes in general industrial conditions 
which make the crops more important in 
one year or less important in another. 

The most prominent feature of the in- 
dustrial world in 1912 is probably to be 
found in the continued and phenomenal 
rise in general prices, or as it is com- 
monly expressed, the increase in the 
cost of living. According to the most 
scientifically constructed of our Ameri- 
can index numbers—or averages of the 
prices of articles entering into general 
consumption—this increase has been 
over fifteen per cent. within a year’s 
time. 

Such a movement of prices is very 
exceptional and must unavoidably have 
a great variety of effects on different in- 
dustrial conditions. The advance abroad 
has also been noteworthy, but not equal 
to that in this country; and one im- 
portant reason why American prices 
have gained more than those of other 
countries is found in our crop situation. 

The root of the matter lies in the fact 
that the United States is gradually ceas- 
ing to be an exporter of agricultural 
products, with the notable exception of 
cotton. Our population is catching up 
with the capacity of our farmers to raise 
crops. 


CROPS AND POPULATION, 


A bulletin just issued by the Census 
Bureau reduces this fact to exact figures, 


and shows that, while our population in- 
creased 21 per cent. during the decade 
ending with 1909, our production of 
cereal crops increased only 1.7 per cent. 
In the same ten years, however, the 
value of cereal crops increased 79.8 per 
cent. 

These figures contain the explanation 
of many things that cause the most com- 
ment in our present situation. The con- 
tinuing and growing prosperity of the 
farmers, for example, is a mere corollary 
of the statement that the value of their 
crops has almost doubled in ten years 
while the actual work of producing those 
crops js less, although the cost of produc- 
tion. would show some increase because 
of higher prices for materials and for 
hired labor. 

The rush of pioneers across our North- 
western boundary line into Canada, 
carrying with them in the aggregate an 
immense amount, of capital ; the wonder- 
ful growth of cities and of real estate 
values in the Canadian Northwest; the 
great prosperity of existing Canadian 
railroads, and the rapid building of new 
lines in Canadian territory—all these 
features may be traced directly to the 
growing disparity between population 
and wealth on this side of the line. 

Likewise discontent among wage 
workers and salaried employees results 
largely from the fact that food prices 
have bounded upward. These classes 
show their discontent by their votes, and 
political unsettlement follows. 

On the other side, the big rise in 
values of agricultural land is, of course, 
traceable to the higher prices for farm 
products. It is fashionable for writers 
on investment subjects to talk about the 
extravagance of the farmers in buying 
automobiles, pianos, etc.; but the value 
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of the average Western farm has in- 
creased enough within a few years to 
buy two or three motor cars suited to the 
farmer’s use. 

The ownership of an automobile, in 
many cases, changes the farmer’s whole 
mode of life and his ways of doing 
business. He goes to town in half an 
hour where formerly an arduous journey 
of two or three hours was necessary. 
His social enjoyments are increased and 
his entire outlook on life is modified by 
the ownership of a car. Very likely 
even his vote may be influenced as a 
result of the difference in his attitude 
toward things in general. 

Formerly land more than ten miles 
from the railway was much cheaper than 
that which was situated nearer to trans- 
portation, but with an automobile twenty 
miles or more is no serious hardship. 
Instead of paying $10,000 for a farm 
near the railroad, the shrewd farmer may 
prefer to pay $5,000 for more distant 
land and $1,500 for a serviceable car. 
This gradually brings up the price of the 
outlying land. 


FOOD COST IN EVERYTHING. 


When the crops sell 75 per cent. higher 
than ten years ago, it means that the 
food-cost in everything has risen just 
that much. For no matter what article 
you buy, it consists, in the last analysis, 
merely of raw material with labor added, 
labor being far the most important item ; 
and labor requires for its maintenance 
just three things—rent, food, and other 
products, and these other products in 
turn consist of raw material and labor. 

The next crop in importance after the 
great cereals is hay and forage, and the 
increase in the value of these during the 
decade was nearly as great as for the 
cereals—70.2 per cent. Total produc- 
tion, however, gained 23 per cent. Some 
of this gain was at the expense of 
pasturage, for there was an important 
decrease in both the acreage and produc- 
tiveness of pasture lands. 

The cereals, hay and forage, and past- 
urage are the three principal elements 
(besides labor) which enter into prac- 
tically all animal products—meat, but- 
ter, milk, eggs, wool, leather, etc. And 
of course we must figure food-cost for 
animals as well as for man. 
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Our remaining big crop, cotton, is in a 
somewhat different position. The in- 
crease in value for the ten years was 
117.3 per cent. and the increase in pro- 
duction only 11.7 per cent. But so large 
a part of our cotton is exported that the 
increase in the value of the exports has 
to a great extent balanced the greater 
cost of cotton for domestic use. As a 
nation, we have, directly or indirectly, 
forced the foreigner to stand most of the 
pressure resulting from higher cotton 
prices. 

TRANSITION FROM THE EXPORTING TO 
THE IMPORTING STAGE. 

A question of special interest in an- 
alyzing this situation is, What happens 
to prices when a country, through 
growth of population, passes from the 
exporting to the importing stage? It is 
quite true that other influences, especially 
the increased production of gold, have 
aided in advancing prices, but as regards 
the value of our great cereal crops, the 
above question is the most important and 
significant that can be raised. 

Prices have risen the world over, but 
they have risen much more in the United 
States than elsewhere. This is due to 
some extent to an artificial plane of prices 
for manufactured articles maintained by 
our policy of tariff protection, but the 
principal cause lies in the exceptional 
advance in the value of our great agri- 
cultural products; and the controlling 
reason for that exceptional advance has 
been the growth of our population to a 
point where we consume nearly all of 
the food-stuffs we raise. 

An illustration will show the impor- 
tance of this element in the situation. 
Suppose we assume the following costs 
for producing and transporting wheat: 


Cost to domestic cOnsumer........ $1.00 
Cost of transportation abroad...... .20 
Cost to foreign consumer......... 1.20 
Cost of transportation on wheat im- 
DOE. os cheihednddl anak eebiecrt .20 


Cost of imported wheat to domestic 
consumer 
It is understood that these figures are 

arbitrarily assumed, merely for the pur- 

poses of illustration. Tariff duties are 
neglected, because they may be changed 
or abolished. 

It is, of course, the surplus that es- 
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tablishes the price of the whole crop. So 
long as we continue to export in any im- 
portant volume, the whole scale as given 
above will be fixed by the value at the 
points of foreign consumption. If, ow- 
ing to poor crops in Europe, this value 
should rise to $1.50, then the cost to the 
domestic consumer would be $1.30, and 
if it became necessary to import wheat, 
the cost to the domestic consumer would 
be $1.70. 

Now let us suppose that during a 
period of ten years our home production 
increases so that we change from an 
export surplus of say 50,000,000 bushels 
to an import requirement of 50,000,000 
bushels. So long as we continued to ex- 
port, the cost to the domestic consumer 
would remain around $1.00, other con- 
ditions being assumed to be the same. 
After we began to import, the cost to the 
domestic consumer would be $1.40. Be- 
tween the export point and the import 
point there would be a zone in which 
domestic demand and supply would con- 
trol the price. Yet during the entire ten 
years, the cost to the foreign consumer 
has been arbitrarily assumed as remain- 
ing stationary at $1.20. 

To put it in another way, the price of 
wheat in this country would rise 40 cents 
a bushel more than any advance in the 
price in Europe, because of the fact that 
we had changed from an exporting to 
an importing country. 
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The diagram herewith brings out this 
point clearly. The line represents the 
course of the domestic price of wheat 
during five decades under the conditions 
assumed in our example. We show a 
slow rise in the world’s price for the en- 
tire fifty years as a result of growth of 
the world’s population. 

That something of this kind is now 
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taking place in connection with the prices 
of our principal crops any one will con- 
clude who studies our agricultural ex- 
ports during recent years. We now im- 
port various kinds of agricultural prod- 
uce from Canada nearly every year, and 
last year we reached the point of im- 
porting potatoes from Europe. Our ex- 
ports of grain are falling off regularly 
and rapidly. We are approaching the 
end of our career as exporters of food- 
stuffs. 

This is a condition for which there is 
apparently no possible remedy. Popula- 
tion will continue to grow and land does 
not grow. More intensive cultivation 
and the bringing under the plow of some 
areas not yet in use will gradually in- 
crease our production, but this movement 
will be slow and relatively unimportant 
so far as its immediate effect on prices 
is concerned. Surplus food-stuffs for 
the congested parts of the world’s popula- 
tion must be hereafter raised in some 
other country than the United States. 


FAR-REACHING EFFECTS. 


When we stop to consider this situa- 
tion carefully, we see that its bearing is 
fundamental. If we cannot look for any 
important permanent decline in the prices 
of food-stuffs, then, by the same token, 
prices of farm land must also be main- 
tained at a relatively high level. There 
will doubtless be over-speculation in 
lands ‘from time to time, as always in the 
past, and resulting reactions in prices; 
but the general course of farm values 
must continue to be upward, and as we 
pass out of the exporting and into the 
importing period of our existence as a 
nation, the upward movement of land 
prices must be especially strong. Here 
is the explanation of that remarkable and * 
sustained increase in the values of West- 
ern farms which has aroused so much 
discussion. 

From this point of view, it appears 
clear that over-extension in real estate is 
likely to appear next in city and subur- 
ban lands, where the high cost of living 
operates against land prices, instead of 
in their favor as with farm lands. 

Again, the forces of discontent will in 
future be found chiefly among wage and 
salaried workers, not among the farmers. 
The days of Grangerism and Populism 

















are passed and the day of Unionism, 
Socialism and Syndicalism has come. 
The farmer is on the right side of the 
cost-of-living fence. 

The fact that any severe liquidation of 
farm lands is highly improbable is most 
important to the welfare of those rail- 
ways which lie in agricultural sections. 
They can depend upon sustained gross 
earnings while the farmer is prosperous. 
This is a consideration that the investor 
in railway stocks cannot afford to over- 
look. 

On the other hand, those industries 
which manufacture or sell semi-luxuries 
used chiefly by the wage and salaried 
classes, are likely to feel the effects of 
the high cost of living more and more 
keenly as the years pass. These trades 
cannot count upon the permanent con- 
tinuance of such prosperous times as they 
experienced from 1897 to 1907, with brief 
and unimportant interludes. Whenever 
dullness of business appears, it will press 
harder and harder upon the factory 
operative and the clerk. 

The political effects of such conditions 
are already seen in England, and eco- 
nomic forces are pushing the United 
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avoided. And the maintenance of agri- 
cultural prices and of farm lands will aid 
greatly toward this end. 

Crop prospects, then, although always 
important, are especially so at the present 
time, when we are nearing the period of 
transition from exports to imports of 
food products. A bumper crop now will 
have much more effect on the cost of 
living than it would have had ten years 
ago; and contrariwise a crop failure 
would result in a rise in prices altogether 
disproportionate as measured by average 
conditions of past years. It is more than 
ever essential for the investor to keep one 
eye fixed on the crop outlook. 

The Government crop report for July 
shows a somewhat better prospect than 
last year, and may be described as good, 
with the exception of wheat. The ex- 
tensive plowing up of winter wheat re- 
duced that crop to such an extent that 
combined winter and spring wheat crops 
are not likely to exceed the rather small 
figures of last year. Corn, it is to be 
borne in mind, has the critical period 
still before it. 


Indicated Harvests 1912. 





States in the same direction. The align- Estimated § Harvest 
ment will come between the forces of Wheat— July, 1912. 1911. 
radicalism and of conservatism, the latter jeer alt wresty ss wry 
including the vast majority of farmers (,.) 
who own their own land. Bushels .......2,811,000,000 2,531,488,000 
In its immediate effect the outlook is, Acreage ....... 108,110,000 105,825,000 
from this point of view, encouraging, be- Oats— 
cause it tends toward the present main- Bushels .......1,139,000,000 922,298,000 
tenance of prices. A general fall in ae Sensors 37,844,000 37,763,000 
rices is always a painful process. If “YS— 
orieds of industrial rah pean Bm a IS seecase on yen 
eaten 127; 097 ,000 
can be healed by mere rest and dullness, Barley— 
instead of by several years of severe Bushels ....... 194,000,000 160,240,000 
liquidation, much waste and loss will be Acreage ....... 7,754,000 7,627,000 
Random Shots 


Don’t come within gun shot of risking your subway dollar on any sin- 


gle investment. 





The advance of civilization places no limit on the downward tendency 


of interest rates. 





Better .lose your maney than your character, 


being. conservative. 


Never apologize for 





Like the consolation given the old maid, better to have investigated 


and lost than not to have investigated at all—Bonds and Mortgages. 





Copper and Steel 


The Peculiar Situation of the Metal Markets 
By J. HOWARD GIBBS 


HE condition of the market for cop- 
per metal has become the subject 
of heated controversy. The last 

statement of the Copper Producers’ 
Association shows stocks of marketable 
copper in the United States but little 
over one-quarter those of a year ago, 
with no increase in production. The 
world’s visible supply of copper is fig- 
ured at about one-third as much as last 
year. 

These figures are indeed sensational 
and in response to them the price of 
electrolytic copper rose from 12 cents in 
May, 1911, to 17% cents in June, 1912; 
yet in the face of this condition a panicky 
break in copper has recently occurred in 
the London market and prices at New 
York on actual sales have fallen to a 
basis of 163% cents, although the big 
copper selling agencies are still holding 
out for 1734 cents. Even at the decline 
no export business can be done, as cop- 
per is now cheaper abroad. 

It has all along been strongly asserted 
by some writers on the copper situation, 
that the high prices have been largely 
due to manipulation; that considerable 
stocks of “blister” or unrefined copper 
are accumulating in this country as a 
result of the increased production; and 
that quantities of refined copper are 
being stored in Europe at points where 
they do not appear in the world’s 
visible, 

In fact, it is definitely stated that 
“there are 10,000 tons of refined copper 
in France, not included in the statistics, 
but against which loans have been made 
by foreign bankers to speculators. Sim- 
ilar conditions prevail in Hamburg, 
where also about 10,000 tons, it is esti- 
mated, are being carried on similar ac- 
count, and from 5,000 to 10,000 tons 
more are in other Continental European 
countries. 

“In this country 13,000 tons more 


copper were received from foreign coun- 
tries since January 1 than during the 
first half of last year, and the output 
from domestic new mines has increased 
about 60,000 tons. Very little, if any, of 
this increase has been reported by refin- 
ing interests, and the metal is held in 
stock, whether passed through the re- 
fining process or not. In consequence 
it is estimated that fully 100,000 tons of 
copper is in stock and not included in 
the fragmentary statistics. 

“It is this large supply of copper which 
has been rumored to exist for many 
weeks that has brought about the heavy 
liquidation in standard contracts at Lon- 
don.” 

Thus we have one party pointing to 
the sensational decline in stocks of cop- 
per and expressing fears that the price 
may burst out of all control and soar to 
indefinite heights, while the other party 
is at the same moment asserting that the 
recent break marks the end of a period 
of high-handed manipulation and unre- 
strained speculation, and inquiring 
whether a collapse like that of 1907 and 
1908 is not imminent. 

In searching for the truth of this mat- 
ter, we must first admit that it is not at 
all difficult to hold copper out of the 
statistics. Neither in this country nor 
in Europe is it possible to estimate the 
amount of refined copper in second 
hands held for speculation or bought to 
supply future requirements. It would 
also be perfectly feasible to hold back 
large quantities of blister copper at the 
refineries in order to stimulate the mar- 
ket. Copper production is so centralized 
that the latter operation would be 
especially easy. 

The trade in copper futures is handled 
in London. There is no general public 
participation in this trade. Speculation 
is for the most part confined to wealthy 
interests who understand the copper sit- 
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uation. It is therefore by no means im- 
possible that these interests might carry 
considerable stocks of the metal at Ham- 
burg or other European points, not in- 
cluded in the world’s visible, simply as 
a move in a big speculative campaign. 
But the fact that these things could be 
done is far from proving that they have 
been done. 

It is the increase in foreign consump- 
tion that has depleted stocks of copper. 
The estimated European consumption in 
recent months, as compared with the cor- 
responding months of the preceding two 
years, has been as follows (in pounds) : 


1912. 1911. 1910. 
69,516,160 86,236,840 66,044,480 


76,646,080 62,661,760 49,710,080 
Germany (4 
mos. ) . 158,063,360 122,740,800 111,917,360 
Other countries 
(5 mos.). 39,874,246 29,680,240 26,362,560 


Total... 344,099,846 301,319,640 256,034,480 


It will be noticed that the increase over 
last year is practically all in Germany, 


where an excited industrial speculation 


has been under way. A reaction from 
the extreme demands for that country 
is entirely probable. 

Most of this increased consumption 
was undoubtedly of copper bought under 
15 cents; for the average monthly price 
at New York did not exceed that figure 
until May of this year. That higher 
prices have checked consumption to some 
extent is shown by the decrease in our 
export deliveries to 61,000,000 pounds 
in June, against 69,000,000 in May, 
1912, and 71,000,000 in June, 1911. 

The most astonishing feature of the 
statistics and the one which arouses the 
most skepticism, is that the United 
States production has not shown any in- 
crease from a year ago, although dur- 
ing that time the price has risen 50 per 
cent. The average observer will con- 
clude that there is a “nigger in the wood- 
pile” somewhere in connection with 
these figures. It is a common sense 
proposition that more copper will be 
mined at 17 cents than at 12 cents, and 
increased activity at, various mines is ac- 
tually reported. There must be some- 
where an accumulation of unrefined 


copper. 


AND 
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It is also a well-known fact that stocks 
of any commodity in second hands are 
likely to increase with rising prices. 
Presumably this has been true of cop- 
per in this instance. 


On the other hand, the sources of 
copper production are strictly limited. 
There cannot be any such increase as 
would be the case with corn or pig iron 
on a similar advance in price. And 
even allowing for a moderate accumula- 
tion of copper outside statistical reckon- 
ings, the extremely sharp decrease in 
visible supplies seems to make the con- 
clusion unavoidable that a_ relatively 
high plane of prices for copper will be 
maintained, if the world continues indus- 
trially active. If a period of general de- 
pression were to set in, all such conclu- 
sions would of course be nullified. 


The situation in the steel and iron 
trade is curiously different from that of 
copper. In copper we have small pro- 
duction and high prices; in steel large 
production and low prices. 

In the first half of the year, the steel 
companies are estimated to have taken 
orders for about 10,000,000 tons of fin- 
ished product. Of this total the U. S. 
Steel Corporation booked about 6,000,- 
000 tons. Railroad orders were respon- 
sible for perhaps 3,000,000 tons. 

This is a big business. Steel rail 
orders, for example, were 1,920,000 tons 
for the six months, against 1,194,000 for 
the first half of 1911, and 936,000 for 
the corresponding months of 1910. The 
equipment companies booked 101,000 
cars, compared with 38,000 in 1911 and 
96,500 in 1910. 

Moreover, the volume of new orders 
is holding up remarkably well. Even in 
June, with plants running at practically 
full capacity, with the political campaign 
just beginning, and the summer dullness 
approaching, there was an increase in 
the U. S. Steel Corporation’s unfilled 
orders on hand. Production of pig iron 
is close to high record figures, though 
difficulty in obtaining coke has pre- 
vented the blowing in of some merchant 
furnaces. 

Prices have been very low. There 
has been a little advance in the last few 
months, amounting to $2 to $4 a-ton on 
steel products, but fhey are not yet up 
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to a level which will yield any large 
profits. 

Pig iron, after selling above $27 in 
1907, reached its lowest price at an aver- 
age of $14.88 for the month of Decem- 
ber, 1911, and up to this writing has 
advanced only about $1 a ton. 

Unquestionably it is the low prices 
that have encouraged the large business. 
This has been especially true of ex- 
ports, which are running nearly 50 per 
cent. over last year. Some of the 
notable increases in exports for 11 
months ending with May have been as 
follows : 


1911. 1912. 

Wire rods, lIbs......... 38,145,112 96,174,637 
Bars, Ibs...............249,417,584 293,831,813 
Billets and blooms, tons 167,718 210,581 
SHEETS AND PLATES. 

RS TN ie a 207,447,190 373,975,454 

NM sb cnean sas 408,665,650 561,215,482 

Tin, terne plates, Ibs. 60,797,040 161,227,230 
Structural iron and 

OU es ais wane 156,331 219,534 
WIRE. 

Barbed, Ibs. ........ 169,037,735 213,193,637 

All other, Ibs........ 224,149,640 288,676,939 
Wire nails ........... 104,944,444 129,634,057 
Pipes and fittings, Ibs..367,384,162 471,996,526 


Another line of business encouraged 
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by low prices has been fabricated struc- 
tural steel for buildings. During six 
months total orders were about 760,000 
tons, which fell only a trifle short of the 
record business of 1910 and 1906. 

In the Pittsburgh district scarcity of 
labor has become a feature, due largely 
to increase of productive capacity by the 
mills and to abandonment of the seven- 
day schedule. It is not generally appre- 
ciated that the Steel Corporation has 
spent more in improvements to its prop- 
erty in Allegheny County than it ex- 
pended on its new plant at Gary. Other 
concerns in the Pittsburgh district have 
also added largely to their capacity. 

In the past it has been noticed that ac- 
tivity at low prices in the steel trade has 
usually preceded an important upward 
swing; but every period has its own 
peculiar characteristics. There can be 
no doubt that, in 1910, the increase in 
productive capacity had exceeded normal 
consumptive requirements. Require- 
ments have had two years in which to 
grow, but it is a question whether all 
our mills can yet be kept continuously 
busy at high prices. 


The Extraordinary Movement of Gold 
By FRANKLIN ESCHER 
Author of ‘‘Elements of Foreign Exchange”’ 


ID-YEAR finds the United States 
thirty million dollars behind on 
its operations in gold with the 

outside world. We have gained steadily 
on the merchandise movement—for the 
fiscal year just ended, the balance of ex- 
ports over imports ran in excess of $550,- 
000,000. If, during the past six months, 
we have not placed many securities in 
Europe, we have at least sold as many 
stocks and bonds abroad as have been 
sold here. Yet we have been shipping 
gold—as though we were debtors instead 
of creditors. No wonder that this anom- 


aly of an outflow of gold at a time when 
we have been piling up balances abroad 
should be regarded as one of the most 
puzzling features of the situation. 

And, indeed, no very profound study 
of conditions affecting the exchange mar- 


ket is necessary to see that the move- 
ment of gold so far this year has been 
extraordinary; that is to say, that the 
metal has not gone out in the course of 
regular foreign exchange operations. 
We certainly have not shipped gold be- 
cause we owed money on the other side. 
It is perfectly plain, on the contrary, that 
the balance is all in our favor. Against 
the enormous balance of trade rolled up 
during the past twelvemonth, there must, 
of course, be placed the big sums we owe 
for freights and insurance, interest on 
foreign money invested here, American 
tourists’ expenses, etc., but these charges 
this year have been no heavier than us- 
ual and out of a favorable trade balance 
amounting to nearly $600,000,000, it is 
possible to take a good deal and still have 
some left over. 











THE EXTRAORDINARY MOVEMENT OF GOLD. 


Had there been abnormal selling of 
American securities by the foreign mar- 
kets, that might offer the explanation, 
but no such selling movement has taken 
place. It is difficult, of course, if not im- 
possible, to ascertain the extent to which 
international purchases of securities off- 
set one another, but by all the signs from 
which this can be read, it is plain that 
there has been no great balance one way 
or the other. The fact of the matter is 
that, taking our financial transactions 
with the outside world as a whole—mer- 
chandise movement, security movement, 
and all—we have been gaining steadily in 
credits and still losing gold to a large ex- 
tent. Such a movement cannot be ex- 
plained in the ordinary way. Wall Street 
has come to realize that for such a move- 
ment very special causes must be re- 
sponsible. 

There are two things which can have 
brought about this movement of gold 
under the conditions which have existed. 
Probably both of them have contributed 
somewhat. The first is the state of the 
financial markets in Germany—a condi- 
tion of things which has necessitated the 
drawing of gold from the outside mar- 
kets at whatever premium was necessary. 
The other is Italy’s need for gold grow- 
ing out of its long-drawn-out war with 
Turkey. 

To get a clear idea of the manner in 
which the first of these two influences 
has been operative, it is necessary to go 
back a whole year to last August. At 
that time, it will be remembered, the dan- 
ger of war between Germany and France 
over Morocco was imminent and there 
was serious unsettlement in all the Con- 
tinental markets. When the storm-cloud 
was at its blackest, the French bankers 
who had large sums of money loaned out 
in the Berlin market began to withdraw 
these credits on a large scale, and the re- 
sult was that Berlin was hard put to it to 
find financial accommodation to take the 
place of that which was being withdrawn. 
In the averting of the crisis which it has 
since appeared was then so near, this 
power exercised by the French bankers 
over the Berlin market played a most im- 
portant part. As it was, the withdraw- 
als of French capital came very near con- 
verting Berlin’s crisis into a panic. Noth- 
ing, in fact, but the willingness with 
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which American bankers poured their 
capital into the German market saved 
conditions there from becoming actually 
very much worse than they did become. 

Things at that time in Berlin were 
made all the worse by reason of the 
speculative movement in progress. When 
the trouble with Germany seemed most 
imminent, a determined effort was made 
by the big German bankers and the Gov- 
ernment too put a check upon the specu- 
lative movement, and, to a certain ex- 
tent, this was effective. But after the 
crisis had passed, speculation broke out 
afresh, and, in spite of all efforts made 
to put a check upon it, the speculative 
movement increased steadily in size and 
intensity. The result was that the relief 
afforded by the influx of capital from 
the United States was only temporary. 
The amount sent over, large as it was, 
turned out to be not nearly enough to 
finance the movement, and throughout 
the remainder of the year fresh demands 
were made upon the New York money- 
market and high rates were offered for 
the use of our funds. 

There is no doubt that statements of 
the amount of money loaned out by New 
York bankers in Germany have been 
greatly exaggerated, but it is undoubt- 
edly true that the sum total ran well 
into nine figures. And, as New York 
showed its willingness to loan in Berlin, 
the Paris bankers continuously took ad- 
vantage of the opportunity to withdraw 
the funds which they had on deposit in 
the German capital. That resulted in a 
still greater need for capital with which 
to carry on the speculative movement, 
and more demands upon the United 
States for accommodation. Then came 
the end-of-the-year settlements and with 
them a still greater pressure upon the 
German market. The exact figures are 
hard to get at, but probably there is no 
exaggeration in the statement that when 
last year came to an end, New York’s 
loans to Berlin amounted to $150,000,000. 

In the making of these loans the ex- 
change market was driven to a high level 
and kept there. When New York or any 
other market loans funds largely in an- 
other market, the way in which the 
transfer is made is by remittances of bills 
of exchange. Naturally, when the de- 
mand for bills with which to make these 
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remittances grows to the extent to which 
it grew this Spring, the result is that ex- 
change rates are influenced upward. In 
March, indeed, the level of the exchange 
market: got so high that considerable 
amounts of gold were shipped to the 
German market by way of Paris. On 
these transactions there was no profit, 
but Germany wanted the gold and was 
willing to pay the loss entailed by bring- 
ing it in, regarding that as a premium 
for the specie it wanted. That, probably, 
is the reasonable explanation of the first 
part of this year’s gold movement. It 
was simply a case of a market which, 
because a large part of the capital on 
which it was depending had been with- 
drawn, needed gold badly, and was will- 
ing to pay a premium for it. 

The-second great reason for this year’s 
gold movement is Italy’s need for cash 
with which to carry on the war in Africa. 
When the struggle began the Italian war- 
chest was well provided, and, the im- 
pression prevailing that hostilities would 
be short-lived, it was not thought that 
it would be necessary for the Italian 
government cither. to float a loan or to 
go into the outside markets for gold. 
The former expedient has not yet been 
necessary but the latter has. Well sup- 
plied with cash as was the Italian treasury 
at the outbreak of hostilities, the drag- 
ging out of the war for a period of so 
many months and the expense of con- 
ducting operations at so great a distance 
from home has made replenishment 
necessary. The time has finally come 
when, in order to pay running expenses, 
it has become necessary for the Italian 
government to bring in gold from the 
outside. 

Financial relations between the New 
York market and the Italian money 
centers are not close enough to warrant 
arrangements for the direct import of 
gold from New York to Italy, and so it 
became necessary to work the transfer 
through Paris. Between New York and 
Paris very close financial relations exist, 
and the same thing is the case between 
Paris and Rome. Figuring it out, there- 
fore, the Italian bankers found that it 
would be much more advantageous to 
have Paris import the gold from the 
United States for their account than for 
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them (the Italian bankers) to do it for 
themselves. Arrangements were, there- 
fore, made by which, regardless of the 
immediate state of the foreign exchange 
market, Paris was to have certain sums 
in gold sent over from the United States, 
the idea being that this gold would be 
passed along to the Italian bankers, they, 
so to speak, “paying the freight.” 

On some of these transactions the loss 
has, without doubt, been considerable, but 
Italy, needing the gold, has been willing 
to pay the necessary premium. Some of 
the shipments have cost more than others 
—none of them have been made with any 
regard for the state of the foreign ex- 
change market. Just what it has cost 
the Italian government to bring in this 
gold it is hard to say, but it is certain 
that on several of the shipments which 
have been made the “premium” has 
amounted to several thousand dollars on 
each million in gold shipped. 

That Germany and Italy have thus 
found it possible to take gold from the 
United States during the past six months 
is due entirely to the fact that the United 
States is the world’s one great, free gold 
market. We had the gold here, and with- 
out any central bank to protect the 
market, it was possible for Germany and 
Italy, upon payment of what really 
amounted to a slight premium, to come 
here and get what they needed. Of 
course, had money rates here been high, 
the cost of taking the metal from this 
side would have been such as to make 
it more difficult, if not prohibitive. But 
with rates here as low as they were, and 
money in plentiful supply, it was the 
easiest thing in the world for both 
Germany and Italy to supply their needs 
at our expense. Had it been France or 
England to which these nations turned 
for the gold they needed, there would 
soon enough have been a rise in bank- 
rates and other obstructionist tactics by 
the central banks concerned, which would 
have put a speedy stop to the outflow. 
This market, however, as has repeatedly 
been the case in the past, was in no posi- 
tion to protect itself. We had the gold 
and it was easy enough to take it from us. 
Whether or not we could afford to spare 
it is another question. That remains to 
be seen. 





























What an Investor Ought to Know 


V—tThat the Ultimate Safety of a Bond is in Ample Earnings 
By FREDERICK LOWNHAUPT 


[Under the above caption it is intended to present a series of articles treating many of 
the fundamental facts that are either never learned by many investors or apparently over- 


looked in the purchase of investments. 


Discriminating selection is no easy matter. 


Without 


a knowledge of the basic principles underlying the science of investment rational selection is 


impossible. 


The aim of these articles will be to give many facts in readable form—facts 


which in themselves are technical, but which, co-ordinated, explained and piaced in proper 
relation to each other, are both interesting and easily underst6od.] 


HERE are two great factors in 
the selling arguments built up 
around every bond or preferred 

stock issue. One of them is the assets 
back of the security, and the other the 
amount of earnings shown in any one 
year or over any series of years as 
available for the interest or dividends 
upon the stock or bond. 

It is of course a pleasurable task 
for the salesman to point to large as- 
sets upon which-to claim high invest- 
ment worth. Often, however, the 
salesman himself scarcely appreciates 
the necessary distinctions between 
safety based on assets and safety aris- 
ing from excellent earning power. 

It is quite natural that the average per- 
son should assume that a bond having 
a large amount of property behind it 
may be accepted as safe. The average 
investor, and in fact the average seller 
of bonds, feels a certain sense of secu- 
rity when he sees large amounts of 
property set out as the basis of a bond. 
And there is good reason for this at- 
titude of mind. There is something 
tangible about the property that the 
investor looks to when he makes a 
rough calculation as to how much he 


would get for his debt in case the prop- 
erty had to be taken for -its satisfac- 
tion. 

When you buy a mortgage on reai 
estate, the selling value of the prop- 
erty is almost the sole consideration 
upon which the loan is based. By 
much the same process of reasoning 
the investor may decide upon the pur- 
chase of a railroad or industrial bond. 
Upon critical analysis, the analogy be- 
tween the cases soon disappears. 
There are certain conditions surround- 
ing a piece of real estate that are en- 
tirely absent in the case of an indus- 
trial plant and are positively unthink- 
able in the case of a big railroad sys- 
tem. The investor who buys a real 
estate mortgage really does, generally, 
get the specific piece of property just 
in the way anticipated, in case of de- 
fault in the payment of interest or 
principal. 

But the case with industrial corpora- 
tions and railroad systems is very dif- 
ferent. 

It is true that in each instance, and 
especially in the case of industrial 
bonds, a large property account is a 
very desirable foundation upon which 
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to build. However, it must be said 
that this factor has no great weight in 
the case of railroad systems—although 
with a public utility corporation, say 
a power concern, it takes on some sig- 
nificance. 

Even where the showing of assets is 
large there is still some analyzing to 
be done. The character. of the large 
amounts in the assets column is of 
vital importance. The average in- 
vestor, looking at the balance sheet of 
a corporation, either does not grasp 
the full import of the figures, or is mis- 
led by an imposing array of figures set 
down as assets. Especially does this 
apply to the industrial corporation, 
where such items as patents, good will, 
etc., are elastic enough to meet the op- 
timistic estimates of the most enthu- 
siastic board of directors or auditor. 
This is not to say that these items are 
of no value, but the element of worth 
they represent is one that is subject to 
estimate and judgment, which may vary 
greatly, depending upon who is respon- 
sible for them. 

Under such circumstances it is ob- 
vious that the amount of assets as 
footed up in a balance sheet is not al- 
together the criterion upon which to 
build one’s confidence in the safety of 
a security. The amount of property 
that may be shown is a very important 
factor, not because in and of itself it 
represents the ultimate security of the 
bond, but because it shows a basis for 
earning power, given the right condi- 
tions. 

The point at issue is, however, 
whether earning power, in its final 


analysis, is not the ultimate basis of . 


safety for an issue of bonds. The an- 
swer that it is has been given in the 
field of railroad finance years ago. It 
has long since been known by intelli- 
gent investors that to hope to take 
over an important piece of railroad 
property in satisfaction of the mort- 
gage upon which default may have oc- 
curred is utterly impracticable. There 
is a sense of security in knowing that 
your bond has a first or second mort- 
gage on important railway mileage, 
but the statement in the mortgage that 
in case of default the bondholders may 
enter upon and take possession of the 
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property is well-nigh a legal fiction. 

Every intelligent buyer of railroad 
bonds nowadays knows that the exact 
designation of his security stands for 
little else than the relative position it 
occupies in the general scheme of the 
line’s capitalization, and indicates 
more the priority of his claim against 
earnings than the degree to which he 
may expect to be satisfied-by entering 
upon and possessing the property. In 
the first place, the increasing unity of 
the great railroad systems of the coun- 
try makes it almost impossible for one 
piece to live without the others. There 
is a homogeneity in the railroad field 
that could not be broken by the drastic 
action of any group of security hold- 
ers. In the second place, what would a 
group of bondholders do with a large 
stretch of railroad mileage considered 
as so much track and buildings? Ev- 
ery one knows that when a railroad 
defaults its obligations, there is a re- 
adjustment of securities and the prop- 
erty is pushed along with the attempt 
to make it a rejuvenated and going 
concern. 

So well is this understood that bond 
dealers generally neglect to make any 
statement of the property value of a 
railroad when selling its bonds. The 
balance sheet of a railroad seldom ap- 
pears in a bond circular. But the state- 
ment of earnings is given great prom- 
inence. 

On the other hand, the balance sheet 
is given conspicuous attention in the 
circular offering an industrial issue if 
the bond be that of a concern in rea- 
sonably good standing. Often when 
there are no particular reasons for em- 
phasizing the earning power of the 
concern, the assets are made the chief 
element of display. 

What is the situation with respect 
to the industrial issue and its depend- 
ence upon earnings? If the property 
cannot show a sufficient margin of 
safety for the bonds as a going con- 
cern, what may the bondholder hope 
to get if he were to foreclose on the 
property for its selling value? He 
might get the entire amount of his 
debt, provided the bond issue were not 
too near the total value of the plant. 
But if the earning power were not 
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there, the margin between the total 
amount of bonds and the property 
upon which they were to be satisfied 
would have to be wide to insure such 
a happy outcome. 

In other words, the matter is resolved 
into a question as to what the bond 
holder would do with the property 
after he gained possession, if it could 
not earn enough to maintain the issue 
of securities. This question has con- 
fronted many security holders in the 
past. When they bought the bonds, 
there appeared to be a strong, valuable 
property beneath their loan, upon 
which they might lean for recovery of 
their principal in case of default. Bus- 
iness changes and altered industrial 
conditions, however, dried up the earn- 
ing power of their company, and they 
were forced to take a property which, 
in figures and in the estimate of its 
management, was amply sufficient to 
pay off all debts, yet which in the 
stress of conditions could not be sold 
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for enough to meet all claims on it. 

The truth of the statement that the 
ultimate safety of the bondholder lies 
in the ability of his corporation to earn 
interest and other charges, finds its 
greatest substantiation in the case of 
industrial bonds. Of the host of mis- 
cellaneous corporations that come un- 
der this head many could not possibly 
be sold under the hammer to meet ali 
claims, for the very good reason that 
when industrial trouble comes in its 
most serious aspects it strikes not one 
or two, but many concerns. The very 
reasons which make a company unable 
to meet its interest or other obliga- 
tions make it also a difficult property 
to sell. The result of default is gen- 
erally a readjustment of securities, 
with greater or lesser loss to all secur- 
ity holders, and a continuation of the 
business so that old holders may get a 
chance to re-coup in future years what 
they have had to sacrifice in order to 
forestall even greater losses. 


Making Money in Bonds 


By LAWRENCE CHAMBERLAIN 
Author of ‘The Principles of Bond Investment.”’ 


N this brief article I wish not to hold 
out the allurement of bright specu- 
lative prospects to those who would 

buy bonds for other purposes than to 
obtain the semi-annual interest, but 
rather to state baldly the speculative pos- 
sibilities and their limits and to mention 
the classes of persons who properly may 
look for more than the interest return 
from bond purchases. 

In the first place one must remember 
that one cannot eat one’s financial cake 
and have it. Bonds are the ideal, repre- 
sentative investment, just as stocks are 
the ideal, representative speculation. An 
investment implies the ultimate return of 
the funds and meanwhile a fixed income 
for the use of the money. Therefore, so 
long as safety is not in question, bond 
price fluctuation will be occasioned by, 
and limited to the demand for and sup- 
ply of investment capital. Investment 


requires the sacrifice of opportunity for 
the sake of sureness. 

A survey of bond and stock price 
movements since 1900, when the present 
regularly recurring cycles began, yields 
the following percentage figures which 
are based on 100 as the ten-year average. 
Each individual figure in turn is the 
average of a considerable number of 
listed securities carefully chosen for their 
statistical fitness: 


Fluctua- Fluctua- 

1900-02. Stocks. tion, Bonds. tion. 

High 126.24 103.88 

Low 68.20 58.04 97.71 6.17 
1903-06 

High 148.47 103.60 

91.69 56.78 97.94 5.76 

1906-10 

High 147.53 99.99 

Low 89.25 58.28 91.54 8.45 
Average 57.70 6.79 
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It will be seen that a single stock pur- 
chase on each recession and sale on each 
elevation constitutes a transaction that 
can yield a maximum of about 75 per 
cent. on the capital, whereas, similar 
bond transactions will yield a maximum 
of only 7 per cent., or one-tenth as much. 
The obvious inference is that bonds offer 
small speculative inducement to those 
. who are in a position to “risk” their 
capital. 

In the second place a glance at the high 
and low prices of these stocks and bonds 
during the three cycles of the decade will 
show that there is no appreciable tend- 
ency for stocks to decline over the ten- 
year period but that the tendency of 
bonds is distinctly downward. Since 
1910 the periodicity of the cyclic move- 
ment has been retarded by a vacillation 
in prices that does not permit the cita- 
tion of a new high or a new low for 
stocks or bonds, but as a dealer I may 
say categorically that in view of the rel- 
atively tolerable condition of money and 
business, bond prices are lower now than 
ever, and the end is not in sight. 

The leading forces at work tending to 
elevate stock prices and depress bond 
prices over the main trend of a decade 
and more must be fairly well known to 
readers of this magazine. They need 
scant rehearsal here. By whatever name 
you call them—the increased gold stock, 
the equilibrating action of interest rates, 
or what not—they resolve themselves 
into the fact that the money unit is los- 
ing value, and therefore loans, which are 
money futures, are losing value, whereas 
things exchangeable for money units, 
commonly called commodities, and stock, 
which represents ownership in commodi- 
ties, are gaining in value, as expressed 
in money units. 

Since bonds, unlike any other mer- 
chandise, are self-supporting (i. e., they 
yield more in interest when carried as 
stock-in-trade, than the cost of carrying 
them on loans from the banks) the 
margin of profit, considering the slow 
turnover, can be, and is, narrower than 
in almost any other mechandise offered 
for sale. The higher the grade of the 
bonds, and the greater their marketabil- 
ity, the narrower this margin of profit. 
Therefore on a slowly but surely declin- 
ing bond market it is extremely difficult 
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to buy standard bonds in competition and 
turn them over with a profit before the 
profit has melted away in decline. 

This is not a mere theory I am pro- 
pounding, but a fact, repeatedly demon- 
strated, and of profound and far reaching 
effect in the evolution of the bond busi- 
ness. To cite a well known and present 
condition right here at home: What 
chance has any bond man today of sell- 
ing to New York State savings banks 
any New York State municipals bought 
three or more months ago, except at a 
loss? Every savings bank treasurer ex- 
pects him to take a loss. The ink is 
hardly dry on your check to the city 
treasurer in payment for an issue before 
the price you set is knocked from under 
you by a competitor who either has 
bought an equally good issue later and 
lower and can afford to sell cheaper or 
who owns a State issue and doesn’t care 
to wait longer and is willing to sacrifice. 

Where, then, is money to be made in 
market bonds? By not buying them ex- 
cept for investment, gentle reader. A 
dollar saved is a dollar earned, it is not? 

By the passage of a new law effective 
July 1, and also, under the old law, by 
establishment of dividend records a suffi- 
cient number of years, many municipal 
and railroad issues become legal for 
Massachusetts savings banks on July 1 
of this year. For months past enterpris- 
ing salesmen have been selling these is- 
sues at the market, particularly the rail- 
roads, such as the Atchisons, for deliv- 
ery, if legal, on July 1. About this time 
(June 26) they are covering at a profit. 

Needless to say the margin of profit 
in “specialty” bond issues is sufficiently 
wide, and the market sufficiently within 
control, by lack of competition, so that 
money is to be made in them at all times 
if one commands a sufficiently good sell- 
ing force. Therefore the tendency is con- 
stantly growing—as they say in politics, 
the bond houses are being stampeded— 
to handle higher yield, lower grade is- 
sues: the kind that savings banks cannot 
or ought not to buy. Therefore, also, 
the rise of preferred stock selling by 
quondam bond houses. 

There is very little valid incentive for 
bond buying by national banks on a de- 
clining market. At least once this year a 
financial magazine has exposed the costly 
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fallacy of national bank buying of gov- 
ernment bonds to secure circulation. 
What is made in circulation is more than 
lost in price fluctuation, for the price of 
governments inevitably rises at the time 
it is profitable to take out circulation, 
and lowers when circulation should be 
retired. Since, in the nature of the case, 
national bank buying in other directions 
should be of securities that are as mar- 
ketable as they are safe, and since the 
range of price movement for such securi- 
ties is accurately represented in the fore- 
going table, the chances that more than 
half the time banks can sell for much 
more than they pay are not good. 

But national banks in general naturally 
will buy bonds only when more profitable 
commercial demands are slack and they 
will sell bonds when the money of their 
depositors is needed for the conduct of 
business. It therefore results that bond 
prices vary inversely as the condition of 
credit throughout the country, which 
condition is most accurately expressed in 
the ratio of loans to deposits for all 
national banks. (The figures for this 
ratio are obtainable five times a year 
from the Comptroller of the Currency.) 
Hence, for the same reasons that it is 
unprofitable for the banks to buy govern- 
ment bonds against circulation it is un- 
profitable for them to buy high grade 
marketable bonds as a substitute for com- 


199 


mercial paper—unless the trend of bond 
prices should be reversed in the future by 
the breakdown of the tariff wall or by 
any other cause of sufficient moment to 
lower the value of things and to increase 
the value of money, and of bonds. 

The private investor has two ordinary 
means of making more than interest in 
his bond dealings. He may in time add 
a real if small increment to his cost basis 
by buying bonds secured on properties 
that must develop with the growth of 
the country. The Dutch, who are per- 
spicacious and patient, have made money 
this way in rails. American holders of 
the better traction, light and power loans 
are realizing the same rewards. 

The other, more substantial, and more 
rapid increment to investment commit- 
ments is to be obtained from the pur- 
chase of meritorious convertible issues. 
This statement is merely a reminder. 
The fact and the principles involved have 
been covered repeatedly and thoroughly 
in this magazine. As a current example, 
the recent issue of St. Paul convertible 
44s is worth careful study. 

Apart from the points of relief just 
noted, the investment picture is painted 
darkly, reader, for your own good. /n- 
vest in bonds, but don’t speculate or deal 
in bonds ; especially, don’t deal in bonds. 
There is money to be made by not doing 
it. 


The Value of Good Sponsorship 


How it Serves the Best Interests of the Bond Investor 


ket an issue of its securities has 

a keen appreciation of the value 
of good sponsorship right from the out- 
set. Good sponsorship, it should be re- 
membered, is not necessarily the linking 
of a big name to the issue. There are a 
number of very big banking houses that 
in some instances by sheer power get a 
syndication and perhaps a distribution 
of an issue. Bigness and power counts 
for much, but oftentimes it is quantita- 


| ay corporation seeking to mar- 


tive rather than qualitative. There are 
small houses whose sponsorship is fully 
as good and the character of whose busi- 
ness is of the highest. 

All this, of course, has a special inter- 
est for the investor who looks to a house 
in a number of respects in the placing 
and distribution of his funds. A score 
or so of houses that have established en- 
viable reputations, just because of that 
fact haye hardly to go out after business 
in the matter of new flotations, since 
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their conspicuousness and standing are 
factors that actually draw business to 
them. All of them have always on their 
desks new propositions seeking banking 
support. 

The first thing that an investor should 
consider is the character of the investi- 
gation and scrutiny that the proposition 
offered him has been given. In this 
particular, he may assure himself with- 
out hesitation when he looks to a house 
of established reputation. There should 
be a large measure of satisfaction for the 
investor in feeling that the bond or se- 
curity offered him has been turned over 
and over for investigation, on this side 
and that, before it has been brought to 
him. Of course, the investor generally 
cannot learn much of the factors that 
make his security safe or otherwise. He 
must depend upon the banker. It de- 
pends upon the organization and effi- 
ciency of the house just to what extent 
that investigation goes. 

Some bad examples have been prom- 
inent only recently of issues that to all 
appearances had the fullest investigation 
and thorough-going examination befére 
being offered to the public, but which 
before long developed noticeable organic 
weakness and in one case at least ac- 
tually went to pieces. The value of good 
sponsorship obviously implies examina- 
tions that are genuine and thorough, 
and investigations that investigate. It is 
understood of course that no investor, 
however wise and trained, can guard 
against false figures or misrepresenta- 
tions. The satisfaction therefore of deal- 
ing with those houses on whose word 
the security buyer can absolutely rely is 
great. 

Good sponsorship, therefore, begins 
with the soundness of the preliminary 
work which is the basis of confidence. 
It is not to be assumed that banking 
houses, large or small, however good, 
can round out any considerable period 
of existence and never make a slight 
mistake. That in the very nature of 


things would be next to impossible. The 
degree of confidence, however, in which 
the preliminary work of such a house 
may be held is very high. 

What amounts to a corollary to the 
above fact is that good sponsorship im- 
Now the 


plies only good securities. 
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word good can be variously interpreted. 
There are doubtless many securities 
which, according to the standards of 
some less conservative houses, would be 
considered good. The question, there- 
fore, hinges to a great extent on the mat- 
ter of standards. A house that has been 
in successful business for a considerable 
number of years has the required expe- 
rience to discriminate closely. It will 
often pass by something which might be 
accepted by another. 

For instance, it is the settled policy of 
some houses never to engage in a con- 
struction proposition. They will not 
hesitate to engage in extending a project 
that has passed the initial construction 
stages but will not initiate the work. 
Yet it may be a proposition of large 
merit on the face of the engineering and 
other reports. 

The security of good sponsorship, 
therefore, is that the issue has success- 
fully met the better standards arising 
from large experience and a reputation 
for conservatism. Investors may feel 
that such an issue is good even though 
it be not one of the savings bank class. 
There is something of an irreducible 
minimum of quality that holds in many 
houses in the selection of issues. Below 
that they will not go. Above that, of 
course, are various degrees of quality. 
But it may be accepted that such a min- 
imum is in accordance with the best 
judgment of the house. 

Another consideration that enters into 
the matter of good sponsorship is that 
the house builds for the future. The 
momentary advantage of selling a few 
bonds does not blind it to the larger ob- 
jective of developing a client that not 
only will stay by for years but is likely to 
bring others. The house, therefore, of- 
fers according to the investor’s needs and 
particular requirements. Many good 
houses endeavor to establish a confiden- 
tial relationship between themselves and 
their clients so that they may offer and 
suggest investments according to the 
particular circumstances prevailing. A 
house that cares only for immediate 
profit will sell almost everything and 
anything to anybody. The house of the 
better type makes some discrimination 
as to the character of investments ‘it 
hands to any individual. It is assumed 
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institutions can take pretty good care of 
themselves, for in nearly every one there 
is at least one reasonably well trained 
mind that can select according to neces- 
sity. In the case of individuals it is 
somewhat different. 

To the layman in such matters it may 
seem that investments are investments 
and it may not be clearly apparent 
where the discrimination should be used. 
But in the house that meets this high 
standard the various types of funds and 
individuals are given careful thought. 
There are so many varied conditions 
under which people invest that some 
conscientious wisdom must be shown in 
meeting the needs of all. The business 
man of steady and rapid income requires 
a certain type of security, whereas the 
school teacher or clergyman, for exam- 
ple, of modest means, needs a somewhat 
different arrangement of purchases. 

Still another element of good spon- 
sorship arises out of the fact that a 
house of high character and financial 
standing is enabled to maintain a fair 
market position for whatever issues it 
floats. The writer understands very 
well that a few issues over the past two 
or three years have declined after being 
put out by very excellent houses, but 
has been the result of several unusual 
factors. In some instances opening 
quotations may have been too high as 
compared with the general market level 
for securities of their character, but it 
can be said of the issuing houses that 
they maintained a fair market, especially 
where the bonds were not placed on the 
exchange and subject to influences be- 
yond special control. This question of 
maintaining a market is so wide that it 
would be impossible to discuss it here in 
full. It is sufficient to say that the mar- 
ket position of many issues is helped 
greatly by the fact that their original 
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issue was through the channels of some 
strong and able house. 

A further effect of good sponsorship 
is to be found in the position that the 
banking house maintains toward the 
property which it finances. At the time 
of financial assistance of course the past 
performances of the company are exam- 
ined very carefully. The house that 
takes a true position toward the investor 
not only stands sponsor for the issue of 
securities it sells but asumes a quasi- 
supervisory function toward the prop- 
erty. That is to say, the future of the 
company is as much a concern of the 
house as the past was. The basis of 
safety for the bonds is earnings and it 
is to the best interests of the house that 
it maintain a watchful eye so far as pos- 
sible on the fortunes of the company. 
Indeed there are properties that are ac- 
tually supervised by the banking house 
through which their securities have been 
floated. A number of these may be 
found among street and interurban rail- 
ways. In these cases the chief operat- 
ing Officer is an appointee of the house 
and the board is completely controlled. 
This is in contrast with the idea of sell- 
ing an issue of securities with little or no 
interest in the property thereafter. 
Good sponsorship nowadays implies an 
intimate touch of house and company 
for a long time after the financing. 

Lastly, such sponsorship comes to the 
rescue of the bondholder in extreme 
cases of trouble. Accidents happen in 
the business world as elsewhere; and in 
cases where difficulties do arise it is the 
house of good standing that takes every 
measure for the protection of its clients 
or to get them the best possible results 
under the circumstances. Backed by the 
bankers it is almost self-evident that a 
group of bondholders can often do bet- 
ter than would otherwise be possible. 
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N the following table are arranged in order of yield the principal active issues of bonds 
listed on the New York Stock Exchange, the income being figured at the latest avail- 
able selling price for lots of 20 bonds or more. They are divided into groups, accord- 

ing to the grade and character of the bonds. 


This table will appear monthly, and will prove invaluable to bond buyers, as well 
as to brokers and to all others who are called upon to select or recommend investments. 


(1) High Grade mortgage bonds, many of which are legal investments for New 
York State Savings Banks. 


Interest Price. 

Description. Due. Period. July 12. Yield. 
Chic, Rock I. & Pac., ref. g. 4s.............. Ap., 1934 A—O. 8814 4.26 
B. & O., P. L. E. & W. Va. Sys., ref. 4s...... N., 1941 M.—N. 90 4.63 
.. Fe, oR oe See ee Je., 2000 J—D. 10734 4.63 
MUIR EEE WO EU isos bods cesses cacaveeseces My., 1939 M.—N. 107 4.55 
Balt. & Ohio Southw. div., Ist g. 3%4s........ ji. 1925 J—J. 901% 4.51 
Un. Pac., Ore. Short L., guar. ref. 4s........ D., 1929 J.—D. 941% 4.50 
TE SS a Se ee eee Mh., 1992 M.—S. 100% 4.49 
L. & N. Atl. Knox. & Cin. D. W., 4s........ My., 1955 M.—N. 9236 4.40 
Wisc. Central, 50-yr. Ist gen. 4s.............. ji. 1949 J—J. 92% 4.39 
emes-ak 2. Bee Bet. WOME. GS. is. oops esses. ji, 1921 J—J. 112 4.37 
Gites. @ Olio. Tet Come. @. Se. ......005-0%. My., 1939 M.—N. 110 4.37 
Atch., Top. & S. Fe, Short Line, Ist 4s g..... Ji, 1958 J.—J. 92% 4.37 
Northern Pac. gen. lien g. 3s..............+. Ja., 2047 Qu.—F. 694% *4 36 
Ge ee a Ae ree 7. we F.—A. 9534 4.36 
UE, ee UR, NUOE UGB vio woes cece ccssescdece ji. 1925 J—J. 91% 4.34 
Ss MN BR, We BE WOE, WB ee cece cdbcsctece Ja. 1955 J—J. 9454 4.28 
Un. Pac. Ore. Ry. & Nav., con. g. 4s......... Je. 1946 J—D. 95% 4.27 
Gee Ra Be Oe OBS oc ccceticcctaces Je. 1952 M.—S. 95 4.26 
Mo. Kansas & Texas, Ist g. 4s............... Je. 1990 J.—D. 9456 4.24 
en et MS. cos ces ceuaaadteucqs.s Mh., 1958 M.—S. 9534 4.21 
Gt. Northern, Ist & ref. 4%4s. Ser. A....... Tt J—J. 100% 4.21 
So. Pac., Cent. Pac., Ist ref. gu. g. 4s...... Ag., 1949 F.—A. 96 421 
Bilimoie Central let ref. 46.........ccccctecse N., 1955 M.—N. 96% 4.20 
a OO, Te Divs Os... ...... 2. 020s... jl, 1949 ae 8754 4.16 
Union Pacific, Ist. & ref. 4s............6. Je., 2008 M.—S. 9614 4.15 
I Os. 5 cred wkd <6 endeocn ses sp-s ji, 1948 A.—O. 97% 4.11 
EE MOO. OH, MBs. Vicccccccecdacegese Ja., 1997 J—J. 97% 4.10 
a ee ee eer eee N., 1987 M.—N. 98 4.09 
Atch. Top: & S. Fe, gen. g. 4s.............. O., 1995 A—O. 97% 4.09 
Chic. Mil. & St. P., gen. g. 4s, Ser. A...... My., 1989 J.—J. 98 4.09 
Norf. & West. Ry., Ist cons. g. 4s.......... O., 1996 A—O. 9836 4.07 
Louisville & Nashville, uni. g. 4s............ ji, 1940 J—J. 98% 4.07 
Del. & Hudson, Ist & ref. 4s................ My., 1943 M.—N. 9914 4.05 
Northern Pac. prior 1. g. 4s.............++- Ja., 1997 Qu.—J. 991% 4.03 
Del. & Hud. Alb. & Sus. conv. 3%4s.......... Ap., 1946 A—O.. 901% 4.03 
ee eS ye ee ees ji, 1997 J—J. 87% 4.02 
Waet Ghowe; Bat aie Gy « 060 case vcescen cuces Ja. 2361 J—J. 100 4.00 
eS ge 7 reer i errr re ji, 1947 J—J. 100% 3.98 
Oe SS OR a rere reer rest Ja. 1913 J—J. 101 3.96 


Ne SS NA ee ee oe J—D. 89% 3.94 
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(2) Collateral trust bonds selling at prices relative to the great value of the un- 
derlying collateral. 


Chic. R. I. & Pac. R. R. 45...°.......000000e N., 2002 M—N. 68% 5.75 
Gt. Northern, C. B. & Q. coll. tr. 4s.......... 7 ee J—J. 96 4.55 
So. Pac. g- 4s. (Cont: Pac. coll.) ............ Ag. 1949 J.—D. 9034 4.54 
N. Y. C. & H. R. R., Lake Shore, coll. g. 3%s. F., 1998 F.—A., 81% 4.36 
Atl. Coast Line, L. & N., coll. g. 4s.......... O., 1952 M.—N. 94 4.32 


(3) Convertible bonds having no mortgage lien whose quotations are governed 
largely by the price changes of the stock into which they are convertible. 


Pri, Bias, onate. Gis: BeBe. cnc caddcisescece Ap., 1953 A.—O. 78% 5.27 
Ce Ge Meee, A NO, ce cs ccccecetuseons F., 1930 F.—A. 93% 5.03 
ee, eee, Cumee. GE, BP. Fhe as viescccccccds Ap., 1953 A.—O. 87% 4.69 
Del. & Hud., 10-yr. conv. deb. 4s............ Je. 1916 J.—D. 98% 4.52 
is See, ORR, esa, Cacenedstcoetes Je., 1929 M.—S. 94% 4.43 
ee me ef ie Se eee Ja, 1948 J—J. 128% 441 
Union Pac, Ayr. comv. 4B... .cccccccvcece jl, 1927 J—J. 101% 3.89 
Atch., Top. & St. Fe, cons. 4s (issue of 1910) Je, 1960 J—D. 10354 3.83 
Atch., Top. & &. Fe, comv. g. G. ....2.00s00080<- Je. 1955 J.—D. 108% 3.62 
Atch. Top. & S. Fe, 10-yr. conv. g. 5s........ Je. 1917 J.—D. 107% 3.28 
Norf. & West. Ry., 10-25-yr. conv. 4s........ Je. 1932 J.—D. 116% 2.93 


(4) Debenture bonds most all of which are selling on high level because of the good 
general credit of the respective companies. 


Chic., Rock Isl. & Pa., 20-r. deb. 5s........ ji, 1932 J.—J. te 5.75 
Chic. Mil. & St. P., 25-yr. deb. 4s.......... ji, 1934 jJ—J. 90% 4.72 
N. Y. C. & H. R., Lake Shore, deb. g. 4s.... SS. 1928 M.—S. 933% 4.55 
N. Y. C. & H. R., Lake Shore, 25-yr. g. 4s... My., 1931 M.—N. 93% 4.53 
me FY, Coa, & EE. TR, GEG Gee ccc ccccvvncce My., 1934 M.—N. 92% 4.53 


(5) Semi-investment bonds, many of which are general mortgages, often classi- 
fied as “business man’s” investments. Income yield is reasonably definite index of 
relative worth. 


ey ee, OO, Ta dccadauates Ji, 1947 J—J. 48 7.29 
St. L. & S. F. R. R., gen. 15-20-yr. 5s........ My., 1927 M.—N. 87% 6.26 
meme Mae Ta, OOS. Bias date c ce ccisacicaes O., 1949 F.—A. 81 6.19 
St. L. I. M. & So. uni. & ref. g. 4s.......... jl, 1929 Bw, 78 6.05 
Wueee, Bee Wek, OB GE Se eee cise dc ices Ji. 1956 J.—J. 68% 5.98 
Denver & Rio Grande, Ist & ref. 5s........ Ag., 1955 F.—A. 844% 5.96 
Chic. & Alton Ry., Ist lien 3%4s............ jl, 1950 J—J. 63% 5.90 
Mo. Pac. Ist-& ref. conv. 5s...........csc00- S., 1959 M.—S. 85% 5.87 
a A OM Ms. oc one code coke Je., 1932 J.—D. 81% 5.55 
St. L. & S. F., K. C. Ft. S. & M. Ry., ref. g. 4s. O., 1936 A—O. 79% 5.54 
eee ee ee Se eee ji, 1951 J.—J. 78 5.35 
Cie re eee, BOC GBs on. ce cesccccccccce Sj we M.—S. 77% 5.32 
Southern, devel. & gen. 4s. Ser. A........... Ap., 1956 A.—O. 78% 5.27 
Chic. & E. Ill, ref. & imp. 4s.............. ji, 1955 J—J 80% 5.15 
Denver & Rio Gr. Ist coms. g. 4s........... Ja., 1936 J—J. 84% 5.10 
Eerie, lot coms. mem. Bem @. 46......ccccccccce Ja. 1996 J—J. 78% 5.09 
Kansas City So., ref. & imp. 5s.............. Ap., 1950 J—J. 98, 5.07 
Ne eS re eee er ree O., 1959 A—O. 81% 5.03 
SN EN So 6 5 ewratburs annus’ ces est ox F., 1939 F.—A. 100% 4.97 
Western Maryland, Ist g. 4s............... O., 1952 A—O. 86% 4.74 
Mo. Pac., St. L., Ir. M. & S., gen. con. g. 5s.. Ap. 1931 A—O. 104 4.68 
Southern, Ist coms. g. 58...........--+0.005: ji, 1994 jJ.—J. 107% 4.64 
N. Y. Westches. & B. Ist. ser. I 4%4s........ ji, 1946 J—J. 100 4.50 





*Calculations on 100 years only. 











IDSUMMER dullness has fallen over 
the bond market in the most thorough 
fashion. The bond salesmen and 

traders can move hardly — a a worthy the 
name of business. Nobody is buying, and 
practically .nobody is inquiring. There is 
nothing extraordinary or very unusual about 
this situation except for the fact that it may 
possibly present a condition of exhaustion so 
far as bonds are concerned rather than a con- 
dition of suspension. Summer quiet is usually 
suspension, but the heavy activity in new 
financing and distribution early in the year 
in the minds of good critics seem to have 
laid the foundation for a very dull summer, 
with the possible continuation of dullness for 
some time later than usual in the fall. 





The dearth of news in the bond market has 
made writers on the investment market hard 
put. Of course over the past six weeks there 
have been some large offerings, such as the 
Virginian Railway bonds and the Inter- 
national Agricultural Corporation issue, but 
these public offerings have been merely mat- 
ters of record; some of the bonds have been 
in the market for months, with syndicates 
working diligently long before the advertise- 
ments appeared. With a scarcity of news of 
the usual character some of the older issues, 
such as Southern Railway 4s, Chicago Great 
Western 5s, Norfolk & Western Convertibles, 
International Mercantile Marine 6s and others 
have had an airing. The market position of 
each has been discussed as a filling of the in- 
terim between real news outcroppings. 





Some of the bond houses over the past few 
months have had to face the work of keeping 
large blocks of some of their issues out in 
the market. Every house has to take back 
some bonds a short time after syndicating in- 
asmuch as there are always a few people who 
buy speculatively only and sell on small ad- 
vances. But the problem of avoiding large 
returning blocks has kept some of the trading 
people in the houses very busy over the past 
year. 





The so-called reinvestment demand usually 
expected after the mid-year Sobeseemante has 
become a tradition. Until recently the houses 
made some definite preparations ee the large 
flood of money that is released at this time, 
but it is hard to find more than traces of such 
a demand nowadays. If this year is to serve 
as a criterion many investors anticipate their 
disbursements a long time ahead or else are 
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holding their money for some possible better 
opportunities. 





New Bond Literature. 


Service to Bondbuyers. A booklet issued 
by N. W. Halsey & Co., New York, in- 
dicating the obligations assumed by the in- 
vestment banker in the mutual interest of 
the investor and himself. 

Statistics in the form of a forty-page 
booklet on many listed and unlisted securi- 
ties, issued by Turner, Tucker & Co., New 
York. 

Resumé of the financial and commercial 
situation, in the form of a circular by 
Spencer Trask & Co., New York. 





Hints to Investors. 


Don’t be lured by too great profits. Re- 
member that conservatism pays best in the 
long run. 

Don’t take a trading position in securities 
that you cannot help but know have a nar- 
row market. 

Give preference to the securities of com- 
panies that make full reports of their affairs. 

Remember that a good sinking fund pro- 
vision should be about every security where 
the assets of the business are being consumed 
by its operations. 


Investment Bankers’ Association 


MEETING has been called at the Wal- 
A dorf-Astoria, New York, for August 
8 at 2 p. m. for the permanent or- 
ganization of The Investment Bankers’ As- 
sociation of America. This is to be strictly 
an investment bankers’ association, confining 
itself to the discussion of such topics as per- 
tain to the investment banking business, and 
of carrying on a great deal of work through 
various committees that will directly affect the 
laws of the various States bearing upon the 
creation of new securities as well as the busi- 
ness of distributing bonds, etc. 

The investment banking business, as con- 
ducted today, carries with it a great deal 
more responsibility and dignity than the aver- 
age investor, or even the commercial banker, 
is willing to concede, and the association to 
be formed will, it is hoped, help to remove 


uncertainty regarding the character of the 
men engaged in this business as well as of 
the character of the securities that will be 
from time to time approved. 
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Investing for Profit 


A Review of General Principles and Practical Methods 
By G. C. Selden 


[This series of articles is intended to lay before the reader, in a brief but fairly 
comprehensive form, the outlines of the basic principles which must underlie all ef- 
forts to invest for profit, as distinguished from pure speculation on the one hand, and 
on the other hand from investment for income only. This branch of investment has 
been but little discussed, as most writers have turned their attention either to the field 
of investment for income only, or to the study of the merits of individual securities.] 


I—Some Underlying™ Principles 


NVESTMENT is defined as “the 
placing of capital in a more or less 
permanent way, mainly for the in- 

come to be derived therefrom.” 

In the very nature of the case the def- 
inition of investment cannot be rigid 
and clear-cut, because the idea itself is 
not rigid or clear-cut. Like nearly all 
the terms used in finance or in the 
marketplace, the word is used in a variety 
of ways and has several gradations of 
meaning : 

(1) The placing of capital for income 
only, the risk of loss being so slight as 
to be considered negligible. The income 
from such an investment is necessarily 
small, because the element of risk is al- 
most eliminated. 

(2) The placing of capital for income 
only, but in a security which contains a 
slight possibility of loss—or a “business 
man’s risk,” as it is commonly called. 
In this case, the investor depends to a 
certain degree upon his knowledge of 
financial or business conditions in form- 
ing his opinion as to the safety of his 
investment. He therefore obtains a 
somewhat higher rate of interest, the ad- 
ditional per cent. being in payment for 
additional risk or for. the degree of 
judgment which he has exercised in 
making the purchase. 





(3) The placing of capital for income, 
but also with the expectation of an in- 
crease in the value of the principal—in 
other words, investment for profits as 
well as for interest. 

Whether investment for profit should 
be called a science or an art is a mere 
quibble over words. Investment for in- 
come is commonly called a science, and 
scientific principles may certainly be ap- 
plied to investment for profits, but in its 
main features it might perhaps better be 
called an art. 

It is doubtful if the intelligent investor 
for profit, who works on sound prin- 
ciples and with deliberate judgment, 
takes any greater risk than the investor 
described under (2) above, who accepts 
the business man’s risk. 

For example, in 1902 Minneapolis & 


. St. Louis Ist & Refunding 4’s of 1949, 


selling at 106, were considered at least a 
business man’s risk, if not better, yet 
they dropped to 61 in 1912; while 
American Beet Sugar preferred, paying 
6. per cent. and selling around 80 in 
1902, would have been ranked some- 
where between a business man’s risk and 
a speculation, yet in 1912 it was selling 
at par, after having yielded 7% per cent. 
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interest during the entire 10 years on an 
investment made at 80. 

It is intelligence that commands the 
large income returns, whether in the in- 
vestment business or any other business. 

This example also illustrates another 
- important fact, namely, that the careful 
investor for profit often gets, in addi- 
tion to his profits, a larger income return 
than the investor for income only. This 
is because the securities which are most 
likely to increase in value are generally 
those of growing companies and have 
not yet become “seasoned.” For this 
reason such securities sell at a low price 
compared with their interest return. 

The investor for profit does not 
primarily aim at a high interest yield. 
He tries to get merely an ordinary in- 
come return, coupled with an increase in 
value. But he is likely to find himself, 
without any special intention, receiving 
a relatively high rate of interest in 
addition. 

The distinction between investing for 
income and investing for profit is not so 
great as might at first appear. The first 
consideration in an investment for in- 
come is usually said to be safety. This 
means, of course, safety against the loss 
of any part of the principal. But this 
includes a consideration of future prices, 
just as truly as though the investment 
had been made with the expectation of 
an increase in value. 

The investor for profits tries to select 
a security that will grow, while the in- 
vestor for income tries to select one that 
will not shrink. 

The difference is in degree rather than 
in kind. The element of risk can never 
be entirely eliminated. Even if we were 
to assume that the U. S. Government is 
indestructible, so that the holder of a 
Government bond is certain to receive 
the full par value of the bond at matur- 
ity, there is still to be considered the risk 
involved in the changing value of money. 
A rise in the cost of living means a fall 
in the value of money, and consequently 
a shrinkage in the real value of the bond, 
which can only be truly measured by 
what the bond will buy. 

This view of the matter has been 
forced home upon investors within the 
past few years by the rapid rise in all 
prices. Investors have supposed that 
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they were taking little or no risk because 
for every $1,000 invested they were sure 
to get back $1,000 at maturity of the 
obligation. They have awaked to dis- 
cover that the $1,000 at maturity would 
buy only two-thirds or three-fourths as 
much of any useful or desirable article 
as when the investment was made. 

Safety, then, can never be absolute ; it 
is a question of degree. The investor 
for profit seeks a growing margin above 
the line of safety which will yield him 
additional capital. The investor for in- 
come only must likewise study to avoid 
any shrinkage below the line of safety 
which will encroach upon his principal. 

There are many who look upon the art 
of investing for profit as a mysterious 
and difficult “knack.” They say of an 
unusually successful man, “He is a 
natural money-maker,” or “Everything 
he touches turns to money.” 

Perhaps one-tenth of the returns ob- 
tained by a successful investor for profit 
should be charged to natural bent or 
talent for money-making; but the other 
nine-tenths would certainly be found to 
be due to his first learning the business, 
then making a careful and painstaking 
investigation of every proposition before 
putting capital into it, studying all the 
conditions surrounding the business of 
the company, comparing prices with con- 
ditions, and in general applying to the 
investment the same degree of thought, 
caution and mature consideration that 
he would apply to the active management 
of any business enterprise in which he 
was engaged. 

How many losing investors can truth- 
fully say that they have done all this? 
In ninety-nine cases out of one hundred 
they invested “on the recommendation 
of a friend,” or on the strength of allur- 
ing advertising matter, or because of 
some half-considered notion, never care- 
fully investigated, or for some other 
equally inadequate reason. 

Only three qualifications are necessary 
in order to learn the art of investing for 
profit : 

(1) Ordinary common sense. 

(2) Willingness to make industrious 
and constant use of your powers of ob- 
servation, reasoning and inquiry. 

(3) Patience to go slowly until actual 
experience has confirmed the soundness 























of your judgment and of your methods. 

These three requirements are not easy, 
but they are not dependent upon any 
‘special talent and they are within the 
reach of most persons who are willing 
to make an effort proportionate to the 
results they hope to achieve. 

As to the opportunities for this kind 
of investment, they are almost innumer- 
able. The inexperienced investor is 
likely to argue with himself somewhat 
as follows: 

“Look at the millions of dollars owned 
by great capitalists or piled up in banks 
awaiting good opportunities for invest- 
ment. A large part of this money be- 
longs to men who are themselves direct- 
ors in the big corporations, or to bank- 
ers who know every development in all 
the money markets of the world. What 
chance have I in comparison with these 
men? They are bound to skim the cream 
from every proposition before they let 
us little fellows in. They simply use us 
to unload on when they want to stand 
from under.” : 

Now there is a point of view from 
which this is at least partly true. The 
great banking and corporation interests 
certainly have better opportunities for 
knowing future developments than the 
average small investor and they will 
usually be able to get more profitable 
results. 

But the special advantages of the large 
investor as compared with the small are 
very much over-estimated. The most 
essential facts in regard to the money 
market and the condition of important 
corporations are public property. Cer- 
tain companies pursue a policy of 
secrecy, and these the outside investor 
must leave severely alone; but so‘far as 
the big railroads and many of the im- 
portant industrials of this country are 
concerned, the main facts about their 
condition, earnings and prospects are 
spread broadcast. An officer or director 
may have more exact knowledge than 
the public as to the date on which a 
dividend will be raised or lowered, but 
the public may, if it wishes, know very 
nearly as much as he about the earnings 
which underlie the dividend—and that, 
after all, is the important thing. 

Moreover, the fact that leading bank- 
ing interests can. make their money earn 
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a larger return than you can get on 
yours, does not prevent you from mak- 
ing a moderate profit. They are a long 
way from usurping the entire field. 
There is still plenty of room left for you. 

Facts are the best answer to this argu- 
ment of the pessimist. For example, in 
1903 United States Steel preferred sold 
at 4934. It was then paying and has 
continuously paid ever since 7 per cent. 
on par or over 14 per cent. on a price of 
493%. In 1909 it sold at 131. 

If inside interests knew all the facts 
and had abundant capital, why didn’t 
they buy all the Steel preferred that was 
offered between 50 and 60? Why was 
the small investor given the opportunity 
to pick up this bonanza at 50? Similar 
examples might be taken from the his- 
tory of any well-known stock or bond. 

Whatever advantages inside interests 
may have compared with the ordinary in- 
vestor, there are plenty of opportunities 
left over for him. 

While there are many different kinds 
of securities, which vary in innumerable 
details in regard to legal rights of the 
holder and the exact character of the 
obligation, all may be included under 
three general heads: 

(1) Promises to pay, such as bonds, 
mortgages, notes, or loans on collateral. 
All of this class of securities entitle the 
holder to a specified amount of cash at 
a certain fixed future date, with interest 
at a predetermined rate, payable at regu- 
lar intervals throughout the term of the 
security. 

(2) Equities, representing a fractional 
part of the ownership of the company. 
The English term for these, shares, ex- 
presses their standing accurately. In 
America such securities are commonly 
called stocks. 

(3) Convertible securities, which may 
be changed from one of the above forms 
to the other under certain conditions 
which are specified in the face of the 
security. 

It is to be noticed that the character 
of a security is not always fairly in- 
dicated by its name. Income bonds, for 
example, are entitled to interest only 
when earned. If the income of the com- 
pany is sufficient to pay the interest on 
such bonds, it is paid; but if the interest 
cannot be paid, this does not necessarily 
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throw the company into the hands of a 
receiver, as would be the case if the in- 
terest on any other bonds were defaulted. 

Likewise the debenture bond is prac- 
tically nothing but a note, as it carries 
no lien on any specified property of the 
company, but is merely a general obliga- 
tion. When such a bond runs for a short 
term only, it is called a note in the or- 
dinary parlance of the Street. 

In the case of a guaranteed stock, it 
is necessary to ascertain just what the 
guarantee covers ; but in most cases such 
a stock is equivalent in safety to a de- 
benture bond except that it has no date 
of maturity. 

Equipment bonds deserve special no- 
tice, because they are really stronger 
than their name indicates. The security 
behind them consists of specified railroad 
equipment, as locomotives, cars, etc. 
The company might go into the hands of 
a receiver without affecting the security 
of these bonds, as that depends solely 
upon the equipment. A certain fraction 
of such an issue of bonds is retired each 
year, while the railroad usually obligates 
itself to keep the equipment in good re- 
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pair and to replace such as may be worn 
out or damaged within the term of the 
bonds. Hence the amount of bonds out- 
standing keeps decreasing in proportion 
to the security behind them. 

Since the investor for profit desires to 
select securities that will increase in 
value, he will be chiefly interested in 
stocks and in bonds or notes which are 
selling below par. It is rare that he will 
wish to purchase bonds above par, be- 
cause the possibilities of higher prices for 
such securities are very limited. 

Equipments or any kind of serial bonds 
selling below par are especially attractive 
because the bonds to be retired each 
year are usually drawn by lot, so that 
each holder has a chance of getting par 
for his bonds whenever any are retired. 

The investor for profit must select 
securities which have a ready market. 
When he sees a good profit in his invest- 
ment, he wishes to be able to take it with- 
out sacrificing two or three points be- 
cause of difficulty of finding a buyer at 
the moment. 

[To be continued. | 
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IV—Securities Not Suited to Our Purpose 
By RICHARD D. WYCKOFF 


ND now let us look at the neg- 
A ative side of this proposition. 
There are a number of stocks 
which afford desifable mediums for 
the investor who cares more about 
future income than present profits or 
interest return, but unless we can form 
a reasonably certain opinion of a com- 
pany’s probable position five or ten 
years from now, we may as well rule 
its securities out of our list. 
To begin with, any corporation 


whose finances are not in a sufficiently 
strong state to withstand any extraor- 
dinary amount of adversity, does not 
come within the class of desirables. 

I should decide against a high priced 


security showing an abnormal return 
on its market price, without full inves- 
tigation of the facts, as this usually in- 
dicates weakness somewhere. 

On this ground also I should avoid 
mining stocks. Remember, we are se- 
lecting issues which will yield a large 
return some years hence. Mining 
properties are either mere prospects, 
undeveloped mines, or paying proper- 
ties. The prospect certainly does not 
come within our requirements. The 
undeveloped property is likely to be 
developed and see its best days within 
the next ten years, while the producers 
are naturally exhausting their ore, and 
ten or fifteen years hence, assuming 
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that no new ore bodies are acquired, 
will have less value in the ground than 
they now have. 

Stocks of companies which have 
large assets concealed or in their treas- 
uries are also undesirable for this pur- 
pose, as these assets are likely to be 
distributed, reducing intrinsic values. 
Lehigh Valley is a case in point: This 
company recently distributed the stock 
of its Coal Sales Co., the rights being 
worth at the time to a holder of Lehigh 
Valley R. R. stock about 19 points. 
The Coal Sales stock (par $50) which 
first appeared at about 200 ($100 per 
share), has advanced to around 250. 
While there may be other melons of 
this sort to come from Lehigh Valley, 
this one at least cannot be cut again. 

Stocks of gas companies may run up 
against legislative action, which will 
so reduce the price paid by consumers 
that serious inroads will be made into 
net earnings. 

There are certain issues known as 
melon-cutters; that is, stocks which 
either have large surpluses or whose 
earnings are running up at such a 
rapid rate that large accumulations 
will probably exist within a few years. 
The danger in such issues is likely to 
come from overdoing this melon-cut- 
ting business. Extra cash dividends 
are legitimate enough as all such sur- 
plus profits belong to the stockholders, 
but when a company issues new stock 
te offset the amount of surplus which 
has rolled up, there is a chance that in 
time this large capitalization will re- 
sult in lower earnings per share. 

In the case of the Chicago & North- 
western Railway stock, this is now 
becoming apparent. In 1906, North- 
west earned over 19 per cent. on its 
common stock. At that time it took 
$4,692,000 to pay the 7 per cent. divi- 
dend. In the 1911 fiscal year, because 
of watered stock, it required over 
$9,000,000 to pay the dividend, and 
earnings equaled only a little over 8 
per cent. This, we should say, is the 
result of too much capitalization of 
earning power and a consequent re- 
duction of earning power per share. 

In the case of a high-priced issue 
like American Tobacco, no one can tell 
what the next five or ten years will 
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bring forth. Genuine competition may 
spring up from various sources, and 
even though the former tobacco trust 
is split up into pseudo-competitors, 
which may be more or less depended 
upon not to injure each other’s interest, 
their future is distinctly a problem. 

Even so thoroughly intrenched an 
industrial as American Sugar might 
meet with new competition, more ag- 
gressive or enterprising selling meth- 
ods, and be unable to cope with the 
opposition. A _ stock like American 
Beet Sugar could easily meet a serious 
obstacle in the form of tariff reduction. 

Stocks are always somewhere in 
their big swing. The object in select- 
ing issues for the purpose in question 
is to find something which in every 
probability is now near its low point, 
and will eventually run to a very 
much higher level, and show large 
earnings in proportion to purchase 
price. 

After using the utmost discrimina- 
tion in selecting securities for this pur- 
pose, it does not always follow that 
now is the time to buy. The investor 
who is buying for future income need 
be in no hurry to place his money; he 
need not concern himself as to whether 
stocks are going up or down; he should 
realize that some time within the next 
few years there will doubtless be an 
opportunity to secure certain stocks on 
a bargain basis. We take no stock in 
predictions that a panic will occur in 
this or that year. No one can tell this 
accurately. 

Knowing when to buy is a science 
in itself, but one’s judgment can be 
cultivated by a study of all the impor- 
tant contributions to financial litera- 
ture. The matter should be handled 
somewhat similar to a deal in real es- 
tate in which the investor takes plenty 
of time to make his selection, and to 
consider the probable trend of the real 
estate market, carefully searching the: 
title, and providing against all con- 
tingencies. He does not look for im- 
mediate return so much as future 
growth and an income, and he con- 
siders each property on its own merits, 
but with due regard to the whole sit- 
uation and to what he is trying to 
work out. 
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Monthly Net Earnings 


[This table gives the returns of the principal railroads down to latest dates avail- 
able, and should be studied in connection with the “Bargain Indicator,” which shows 


annual results.] 


Current 
month. 


$3,430,343 

717,545 

Balt. & Ohio 2,723,361 
Boston & Maine 1,223,005 
278,591 

Can. Pacific 3,680,515 
Central of Ga 210,737 
Central R. R. of N. J.... 373,440 
Ches. & Ohio M 863,720 
Chic. & Alton 249,770 
Chic., Burl. & Quincy.... 1,390,548 
Chic. Gt. Western 156,659 
Chic., Mil. & St. Paul.... 850,848 
Chic. & Northwestern 1,748,543 
Cleve., Cin., Chic. & St. L. 462,845 
Colorado & Southern 270,406 
Delaware & Hudson 377,620 
Del., Lack. & Western.... 452,759 
Denver & Rio Grande.... 407,282 
892,155 

Great Northern 1,725,891 
Hocking Valley 240,450 
Illinois Central 845,766 
Kansas City Southern 237,701 
Lake Erie & Western 80,725 
Lake Shore & Mich. So... 1,130,370 
Lehigh Valley 670,788 
Long Island 223,511 
Louisville & Nashville 1,165,212 
Michigan Central 659,531 
Minn. & St. Louis 120,891 
Minn., St. P. & S. S. Marie. May 471,032 
476,753 

Missouri Pacific 1,427,400 
National Rys. of Mexico. .May 654,562 
M 2,166,728 

N. Y., Chic. 261,418 
BR. YW. HB Bec ccee --May =_:1,721,631 
N. Y., Ont. & Western... def. 9,738 
Norfolk & Western 1,271,045 
Northern Pacific 1,727,227 
Pennsylvania R. R. 3,642,241 
Pere Marquette 322,211 
Pitts., Cin., Chic. & St. L.May 712,616 
Reading 166,119 
Rock Island 1,278,453 
Seaboard Air Line 475,885 
St. L. & San Fran 1,008,550 
St. L. Southwestern 221,592 
Southern Pacific 3,273,275 
Southern Railway 1,510,518 
Texas & Pacific 420 
109,658 

2,226,633 

Wabash 77,413 
Western Maryland x 205,119 
Wheeling & Lake Erie.... 182,769 
Wisconsin Central e 310,207 


Change from 


last yr. 


+$660,910 
—38,631 
+175,549 
+328,780 
+141,610 
+736,430 
+34,481 
—773,753 
+48,812 
—124,052 
—388,044 
—82,776 
—765,145 
+322,998 
—73,140 
—112,038 
—352,178 
—702,229 
—145,873 
—652,375 
+312,934 
+17,395 
—62,062 
—25,613 
+15,154 
+127,367 
—821,612 
—20,704 
+166,984 
+54,124 
+15,128 
+203,408 
—92,525 
+926,724 
+55,937 
—281,944 
+52,507 
+144,419 
—256,450 
+228,019 
—191,182 
+391,785 
+116,099 
—129,691 
+17,635 
+232,166 
—52,847 
—57,842 
+36,024 
—112,231 
+25,781 
—97,576 
+17,773 
—437,649 
—339,007 
—17,709 
—32,607 
+234,706 


“Fiscal yr. ends June 30. Fiscal yr. ends Dec. 31. 


Fiscal yr. 


to date. 
$33,342,277* 
9,115,691* 
25,410,269* 
9,931,010* 
2,712,590* 
39,451,640* 
3,783,997* 
11,046,156* 
10,513,086* 
2,905,884* 
25,856,405* 
2,547,380* 
13,899,662* 
18,138,598* 
2,329,726T 
4,130,717* 
2,229,483t 
11,201,498* 
4,892,041* 
12,483,737* 
26,543,950* 
2,445,193* 
6,695,964* 
2,747,986* 
281,011f 
6,280,911T 
10,413,649* 
282,380T 
15,640,290* 
3,428,713t 
1,269,967* 
5,981,736* 
6,391,184* 
12,188,708* 
21,894,775* 
8,380,305t 
1,112,014¢ 
20,624,449* 
1,567,762* 
12,891,104* 
23,171,443* 
14,292,386F 
2,984,461* 
3,570,172¢ 
1,803,929* 
15,141,016* 
5,375,306" 
12,392,475* 
2,933,883* 
36,710,673* 
18,535,114* 
664,203t 
924,814" 
28,859,633* 
4,938,692* 
1,926,342* 
2,203,628* 
2,106,972* 


Change from 
last fise. yr. 
—$538,872 

— 296,392 
+2,293,062 
+699,749 
+107,057 
+5,776,480 
+112,011 
—439,610 
+572,121 
—476,844 
—1,167,851 
— 392,016 

—2,107,014 

—1,110,476 
+52,489 
—974,090 
—812,520 
—1,901,434 
—1,105,621 
—2,073,349 
+5,147,347 
+168,248 
—6,782,720 
—591,672 
—12,294 
+1,760,691 

—2,102,553 

+58,192 
+1,064,841 
+1,114,213 
—609,675 
+2,362,286 

—1,494,279 
+ 1,637,139 
+1,053,972 

—362,746 
+98,872 
+1,489,497 
—725,582 
+1,178,471 
—275,536 
+488,862 
+135,635 
+129,691 
+197,284 
—1,876,928 
—633,082 
—130,085 
+259,846 

—2,912,164 

+482,807 
—16,487 
—15,094 

—3,891,262 

— 2,038,410 
—189,814 
+371.720 
+530.636 


Stock Outstanding 
(in millions). 
Pref. 


114 


Ist, 8; 2d, 8 
None 
None 

49 
Ist, 47; 2d, 16 
209 
None 
None 


None 
Ist, 57; 2d, 240 
None 
Ist, 5; 2d, 11 
None 
None 
-22 
None 
None 
12 
27 
Ist, 28; 2d, 42 
49 
23 
Ist, 4; 2d, 15 


Com. 
170 
57 
152 
39 

10 


130 


31 


149 
282 
14 
157 
58 
85 
248 
453 
16 
37 
70 
90 
37 
28 
16 
272 
120 
38 
10 
216 
53 

















Railroad Common Stocks as Investments 


By HENRY HALL 
Author of ‘‘How Money is Made in Security Investments”’ 


TENDENCY of the times is to- 
A ward investment in industrial 

preferred shares, notably in the 
shares of many new industrial corpo- 
rations, which have come into existence 
within the last three or four years. 
There are a number of important com- 
panies of this class, whose preferred 
shares seem to answer all the require- 
ments of gilt-edged investment, and 
whose common shares possess really re- 
markable speculative possibilities. 

Novelty is always attractive ; and new, 
showy, untried securities sometimes ex- 
cite more interest, among men who have 
money to invest, than do staid and con- 
servative issues, which have proved their 
intrinsic worth in many a panic and re- 
action. Without meaning in the slightest 
degree to disparage industrial preferred 
shares, new or old, and with no inten- 
tion of denying the undoubted merit of 
many of them, it seems to me, neverthe- 
less, as if railroad common stocks of the 
better class were entitled to far more 
consideration by investors than they are 
now receiving. 

Discouragement seems to have over- 
taken many owners of railroad com- 
mon shares, in consequence of a per- 
sistent public mania for regulation of the 
transportation companies. There has 
been a tendency to sell these shares and 
devote the proceeds to other investments. 
This has been especially marked since the 
death of E. H. Harriman, whose various 
brilliant speculative campaigns in railroad 
common stocks were a great source of 
profit to thousands of the laity in finance. 
No such meteoric flights in the realm of 
speculation, as those for which Mr. Har- 
riman was largely responsible, have been 
witnessed since his departure from the 
scene. And a feeling has finally taken 
hold, both of investors and the specula- 
tive element, that hereafter, for many 
years, railroad common stocks will be 
eclipsed by ptiblic interest in industrials, 
and that their movements in the stock 
market will be comparatively tame and 
lifeless. Every investor naturally hopes 
for some sort of profit on his commit- 
ments in stocks, such as he has been able 





to reap many times in the past; and a 
feeling that the days of great profits are 
over, for a long term of years, on rail- 
road common stocks, is turning away a 
vast sum of investment money from those 
shares into other channels. 

Apprehension over the future of the 
railroads is acute on the part of some 
students of finance. I cannot bring my- 
self to share this apprehension or take 
a gloomy view of the future of railroad 
common stocks. 

The railroads of the country are being 
hindered to a certain extent, in their 
financial operations, by enactment of laws 
for the regulation of their affairs by na- 
tional and state commissions, of which 
the Interstate Commerce Commission is 
the most important. These laws are in- 
convenient to the old time autocratic 
managers, but it cannot reasonably be 
maintained that there was no excuse for 
them. Rebates, extortionate charges, 
contracts which were conspiracies, and 
other injurious practices, certainly char- 
acterized the railroad management of this 
country more or less down to 1887, and 
have to some small extent since. It was 
those practices which gave rise to the act 
of February 4, 1887, creating the Com- 
merce Commission; helped enact the 
Sherman anti-trust law of July 2, 1890; 
and directly led to the Elkins law of 
February 19, 1903, forbidding rebates; 
the Hepburn law of June 29, 1906, which 
granted the power to fix rates, and in- 
cluded the famous “commodities clause” ; 
the act of June 18, 1910, enlarging the 
powers of the Commerce Commission ; 
and of more than twenty other laws, 
amendatory of, or in addition to, the fore- 
going. 

Since February 23, 1911, when the 
Commerce Commission, after a pro- 
tracted hearing, forbade the much de- 
sired advance in freight rates by East- 
ern and Western lines, the railroads of 
the country have seemed to be held fast 
within the grasp of an iron and despotic 
hand. The old era of initiative, or at any 
rate of absolute control of their own af- 
fairs, on the part of the roads, appears to 
have departed. Whatever takes place 
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hereafter in the way of freight rates 
which shall afford a better return on in- 
vested capital, can come to pass, appa- 
rently, only with the consent of a public 
bureau, which has so far shown itself 
hostile to capital. The roads have been 
saddled with an increase of expense for 
labor, amounting to more than $100,000,- 
000 a year, an increase which the mem- 
bers of the Commission have actively 
promoted; and the Commission has re- 
fused a moderate advance in receipts 
from shipments, which would have offset 
the additional charge for labor. Here is 
the iron hand. 

Permission was given to the railroads 
to renew their application for higher rates 
in March, 1913. It is perfectly safe to 
say, that advantage will be taken of that 
permission ; and results of the new hear- 
ing will have an important bearing on the 
future of railroad common stocks as in- 
vestments. But suppose that the new ap- 
plication is refused, where will the rail- 
roads stand? Must bankruptcies follow, 
and are railroad common stocks of di- 
minished value as investments ? 

The magnificent railroad system of the 
United States has been created by an ex- 
penditure of something like 18 billions 
of cash. Actual capitalization is more 
than that; but a part of the securities 
were sold for less than par in cash, al- 
though assessments have been paid on 
some securities to offset this difference. 
Eighteen billions is approximately the 
actual amount of cash expended. Upon 
something like 3% billions of this money, 
no dividend or interest is being paid at 
the present time, compared with 25% 
billions in 1907. This looks a little as if 
regulation of the railroads might be pro- 
ducing an unhappy effect, and certainly 
raises the question how much farther this 
tendency is likely to go. 

There is another side to the picture, 
however. First, stability in freight rates, 
on the whole, seems to be guaranteed by 
the present state of facts. There is a 


paring away here, and a paring away 
there, by successive decisions of the 
Commerce Commission, in response to 
complaints by the irrepressible shippers 
of merchandise; but there seems to be 
no danger whatever of any wholesale re- 
duction of freight rates. 


This is one 
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cause for genuine encouragement. With 
present rates, many of the great railroad 
systems of the country are doing ex- 
tremely well. 

The continual growth of population 
and traffic in a country which has by no 
means reached its full development is a 
force tending slowly but surely to expand 
the gross receipts of the railroads. Years 
following panics are always lean in all 
trades, but once the effect of a panic 
wears off, gross receipts of railroads ex- 
pand promptly and rise to a new high 
level. Sagacious, calm and far-seeing 
judges, who try to see things just as they 
are, expect that growth will continue to 
characterize railroad gross receipts for 
the next fifty years, perhaps for a cen- 
tury, and at any rate until the United 
States has reached its maximum develop- 
ment in population, agriculture and in- 
dustry. 

When, February 23, 1911, the Com- 
merce Commission refused the appeal of 
the transportation companies for higher 
freight rates, it enjoined upon them an 
experiment with the utmost economy for 
two years, in order to test the practicabil- 
ity of maintenance of dividends upon the 
basis of the present rates. Every one 
knows that rigorous economy has been 
the rule, from that time to the present. 
Economy, combined with new vigor of 
management, has certainly produced 
handsome results on many of the great 
lines. Michigan Central has occasionally 
made a million net, per month, from 
operation, something unparalleled in the 
history of the company. Central of New 
Jersey has done the same. Erie, Lake 
Shore, N. Y. Central, Norfolk & West- 
ern, and some other roads have fre- 
quently eclipsed all previous records, in 
the way of monthly profit from opera- 
tion, and the showing at the end of the 
fiscal years has been entirely satisfactory. 
One looks in vain for any cause for ap- 
prehension in this direction, in the case of 
the majority of American railroads, 
especially among those which have not 
attempted some herculean’ overextension 
of enterprise for the benefit of the next 
generation, like St. Paul, Missouri Pa- 
cific and Wabash. 

Encroachments by labor unions have 
excited alarm to some extent, especially 




















the latest shibboleth of the Industrial 
Workers of the World, “labor is entitled 
to all it produces,” which is a muddled 
version of an idea advanced by Adam 
Smith in his “Wealth of Nations.” The 
real meaning of this in the minds of labor 
agitators is that labor is entitled to all the 
profits not only of labor but of capital. 
Labor is entitled to the profits of labor, 
but not to the porfits of capital, which 
employs labor. And no alarm need be 
felt over the new doctrine of the labor 
unions. 

It must be admitted that there is some 
danger to the railroads in the persistent 
demand of lahor for more pay and 
shorter hours; and here is, in fact, the 
only real cause for apprehension as to 
the validity of railroad common stocks 
for investment, which can be discovered. 
I cannot but believe, however, that public 
sentiment will refuse to justify any ty- 
ranny, any violence, any war on the part 
of labor unions, which will imperil a just 
profit on capital invested in the railroads 
of the United States. Public sentiment 
having fought and ended the old time 
tyranny of the railroad corporations 
themselves, and being now placated in a 
marked degree by its victory in this di- 
rection, is certain to oppose any danger- 
ous tyranny on the part of the labor 
unions over the corporations. 

Perhaps the best evidence of the excel- 
lence of railroad common stocks for in- 
vestments, the most tangible evidence, is 
found in the attitude of great banking and 
financial interests at this time toward the 
railroads. So far from being hostile to 
the railroads, they are favorable to these 
great companies. The billion a year, 
which J. J. Hill declares that American 
railroads must have for some time to 
come, is being supplied practically as 
rapidly as the companies call for it; and 
there is not the slightest doubt on the 
part of men of seasoned judgment and 
great wealth, that railroad shares are 
among the safest and surest of sound in- 
vestments. They consider that the era of 
competitive construction is now prac- 
tically ended in the United States, and 
that the work of the future will consist 
mainly in the perfecting of existing sys- 
tems. They are looking for higher prices 
than have ever before been known for 
the common shares of many of our Amer- 
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ican railroads, on their investment merits 
alone. 

There is always room for selection, on 
the part of an investor, and no adviser 
can conscientiously recommend all rail- 
road common stocks without exception. 
But in view of what has already been 
said, and in view of the manner in which 
coming changes of the tariff laws may 
affect many of the industrials, railroad 
stocks would seem to be entitled to the 
highest consideration. 

And so far as there not being in pros- 
pect any more great speculative cam- 
paigns in railroad shares, those who as- 
sert that seem to have forgotten some- 
thing. Men of the stamp of E. H. Harri- 
man, H. H. Rogers, and of William 
Rockefeller in his prime, not to mention 
others, yet exist among us, fully as eager 
for speculative profits as the giants of the 
past, and many of them with their for- 
tunes yet to make. Given the ghost of a 
chance, with circumstances favorable to 
such campaigns as the never-to-be-forgot- 
ten 1906, men of initiative will not be 
found lacking to take advantage of op- 
portunity. 

There is one field, if no other, in which 
great speculative campaigns in the rails 
will be possible. The very circum- 
stances in which American railroads find 
themselves has led to the conception of 
far-reaching schemes for consolidation of 
connecting lines into transcontinental sys- 
tems. It is well known that E. H. Harri- 
man entertained plans of this character. 
George J. Gould, Daniel G. Reid and 
others have occupied themselves with 
similar projects. The Vanderbilts have 
actually entered upon such an enterprise. 
John D. Rockefeller has taken part in 
extensive financing for the benefit of 
Western Pacific and others of: the old 
Gould lines, sufficient to provide for their 
requirements for all time. 

It is a perfectly safe prediction that 
time only is required, before we shall see 
speculative campaigns in railroad com- 
mon stocks, different perhaps in character 
from those which have preceded, but 
quite as lively and interesting. The long 
pull investor would, in my opinion, do 
well to consider some of these plans and 
what they are likely to lead to and to pay 
considerable attention to railroad com- 
mon shares. 









When Will the New Subways Pay? 


A Broad Consideration of the Possibilities for the Interborough and 
Brooklyn Rapid Transit Companies 


66 FE VERYBODY seems to assume,” 
said an investor recently, “that 
the new subway system is cer- 

tain to pay almost from the start. I 
wonder how many people have given the 
subject any careful consideration. We 
are going to double our rapid transit 
facilities in four or five years. Where 
are the people coming from to ride on 
these new routes? Our population cer- 
tainly will not double in that time.” 

“But the new routes will develop a 
great deal of new business,” we sug- 
gested. 

“Aside from increase of population, 
most of that new business will be taken 
away from the surface car lines; and 
nearly all the surface lines are owned by 
the same companies which are going to 
build the new subway and elevated routes 
—the Interborough and the Brooklyn 
Transit. They will be simply taking 
money out of one pocket and putting it 
into the other. 

“The situation is entirely different 
from that when the present subway was 
undertaken. That was before the tun- 
nels under the Hudson and the East 
River and before the new bridges were 
opened. An enormous population was 
cooped up on Manhattan Island. All the 
elevated roads were overwhelmed with 
more business than they could carry. 

“At the Brooklyn Bridge Terminal 
you almost had to fight for your life 
every night. You could stand on Morn- 
ingside Heights any evening and see a 
long procession of trains, drawn by those 
little bob-tailed steam locomotives, 
creeping around the 110th street curve 
and waiting for a chance to discharge 
their perspiring and struggling passen- 
gers at 116th street and 125th street. 

“On the Third Avenue Elevated it 
was worse still. People were crowded 


into the trains like sardines packed in oil. 
(This comparison was peculiarly apt on 


hot summer nights.) Fights and acci- 
dents were by no means uncommon. 

“When the new subway was opened 
it was the one avenue of escape. Popu- 
lation rushed up into the Bronx and 
along Riverside Drive and Washington 
dieights like bees swarming out of a 
crowded hive. 

“The situation now is entirely differ- 
ent. We have tunnels to Jersey and tun- 
nels and bridges to Long Island. The 
railroads have greatly increased and im- 
proved their suburban service. We have 
a new Rapid Transit system just com- 
pleted in Westchester. The only place 
where there is the same pressure there 
used to be is on the Bronx branch of the 
subway and on some lines of the Brook- 
lyn Elevated. Otherwise, it is easy 
enough to get off Manhattan Island at 
any hour of the day. I predict that it 
will be twenty years before New York 
grows to the point where the new sub- 
ways and elevated lines will be as profit- 
able as the old ones are now. 

“The present subway was the only 
outlet. The new system will spread in 
every direction and will be ably supple- 
mented by other transportation facilities. 
There is no fair comparison to be drawn 
with our past experience.” 

This point of view is certainly worthy 
of some consideration. The present 
population of New York City is not far 
from 5,000,000. The rate of increase is 
now estimated at about 200,900 a year. 
On this basis the population would be 
6,000,000 five years from now, when it 
may be assumed that the new system of 
rapid transit will be in operation. 

The capacity of present subway and 
elevated lines is 750,000,000 passengers 
yearly and it is figured that the new 
lines will just about double it, making 
1,500,000,000 passengers annually. In 
addition to the above, surface car lines 
carried 803,000,000 passengers last year. 

















If we assume that the increase in sur- 
face lines during the next five years 
may be neglected, the total carrying ca- 
pacity of surface and rapid transit lines 
will have increased from 1,550,000,000 
passengers now to 2,300,000,000 in 1917 
or about 48 per cent., compared with an 
increase of not over 20 per cent. in pop- 
ulation—probably less, as it is the rule 
that the larger a city grows the slower 
the per cent. of increase. 

Another important consideration is 
that the average haul on the new routes 
will be longer than the average haul on 
the present lines. This will add to the 
cost of operating compared with the 
number of passengers carried. 

On the other hand, the city supplied 
only $52,000,000 out of a total of about 
$264,000,000 invested in the present 
rapid transit system, or 20 per cent.; 
while for the entire system as projected, 
including present lines, it is expected 
that the city will have supplied $205,- 
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000,000 out of a total of $554,000,000, or 
37 per cent. Interest on the company’s 
investment will undoubtedly come ahead 
of the city’s compensation. 

The answer seems to be that it will 
probably take New York’s population 
until 1925 or later to catch up with the 
proposed rapid transit facilities; but as 
soon as receipts exceed expenses, all the 
surplus will be applicable on the capital 
furnished by the companies, or about 5 
of the total capital to be invested. 

Since the new routes are really to be 
built by the present companies, the 
whole rapid transit situation becomes a 
sort of construction proposition until 
the entire system is in operation. It 
must be judged as a whole and no intel- 
ligent comparison can be drawn with 
the results obtained when the present 
subway was opened, either as regards 
the profits of the companies or the ef- 
fect on real estate values. 
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HE sources of items are indicated as follows: *Leading financial and investment 


publications. 


+Banking and Stock Exchange houses. 


§From official sources. 


Neither “The Magazine of Wall Street” nor the authorities quoted, guarantee the in- 


formation, but it is from sources considered trustworthy. 


Owing to the vast 


amount of information condensed into these pages, many abbreviations are necessary. 


Allis-Chalmers.—*To date, amount of 
bonds deposited has increased to 93%; com. 
stock to 87%, and pref. to 90%. Foreclosure 
proceedings are part of reorganization plan. 
Value of properties is estimated at $15,000,- 
000. June bookings were largest for any 
mo. in yrs. Business showing steady gain 
since default of bonds in Jan.—tForeclosure 
sale has been postponed until Sept. 11. 


Am. Beet Sugar.—tDemand for the prod- 
uct increasing, and cost of manufacture 
gradually being lowered. Probable earnings 
for com. divs. are between $16 and $17 per 
share. Crop will be very large this yr. and 
quality good. There appears to be good 


basis for increase to 6% at the Oct. meeting. 

American Can.—?Since close of 1911 yr., 
business has shown pronounced increase. 
Plants are operating at practically full ca- 
pacity. Divs. on the pref. stock are cumu- 
lative and back divs. amount to 34%%. It 





is the plan to pay these in cash by annual 
distribution of $10.75 per share. Com. will 
then be in position to derive substantial 
divs.—*Net earnings were in excess of 
$2,250,000. Should last 7 mos. of current 
fiscal yr. show earnings in proportion to 
the first 5, 1912 would show net of about 
$6,000,000, equal to nearly 15% on pref. 
This would pay pref. div. for this yr., and 
leave 10% with which to pay off back divs. 
next yr., in addition to earnings of 1913. 


Am, Car & Foundry.—*In 1911-12 earned 
smallest surplus for com. with one excep- 
tion in its history. Gross earnings off $2,- 
000,000, but despite setback, was able to 
show full 7% on pref. and 2.4%: on com. 
Increase in com. div. is remote, but $25,- 
000,000 surplus gives safe assurance of pres- 
ent rate. On May 1, Co. had contracts for 
considerably greater number of cars than 
same date yr. previous.—fThe crop situation 
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has so improved that in the autumn the 
rairoads will need fully 200,000 cars more 
than they now have. The probability of 
good earnings for this Co. for yr. to end 
with next Apr. has thus become much more 
definite. Co. now operating at 75% of ca- 
pacity. 


Am. Cities Co.—tStock has just been 
listed on the N. Y. Stock Ex. It is a hold- 
ing Co. incorporated in N. J. June, 1911. It 
owns 85% of pref. and 941%4% of the com. 
stocks of the New Orleans Ry. & Light; 
Birmingham Light & Power; Houston 
Lighting & Power; Knoxville Railway & 
Light; Little Rock Ry. & Electric, and 
Memphis Street Ry. Co. has capital of $60,- 
000,000, consisting of $25,000,000 com. and 
$35,000,000 6% cumulative pref. An initial 
semi-ann. div. of 3% was paid on the pref. 
in Jan. of this yr. The combined income 
statement of constituent Cos. for yr. to 
Dec. 31 last shows gross earnings $13,303,- 
683, an increase of $661,414, or 5.2% over 
1910. Net for 1911 was $5,328,874, an in- 
crease of $307,722, or 6.1% over 1910 and the 
balance for divs. was $2,321,018, increase of 
$244,314, or 11.2%. Balance sheet as of Dec. 
31 last, showed liquid assets, including $679,- 
981 cash on hand, was $1,466,239; current 
liabilities $318,688, leaving working capital 
$1,147,551. 


Am. Cotton Oil.—*Co. should show 4% 
or 5% on com., which would mean balance 
of $1,000,000 available in comparison to 
deficit of $252,105 last yr. after payment 
pref. divs. Average price on cotton seed 
from last crop close to $20 a ton, compared 
with $30 a ton in 1910-11. Outlook for 
1912-13 satisfactory. Demand for finished 
products dull, but margin of profits on busi- 
ness done is satisfactory. 


Am. Ice.—*Co. recently issued $6,500,000 
30-yr. 6% bonds to provide for the redemp- 
tion at maturity of all bonds coming due 
for next 10 yrs., of which $3,000,000 sold to 
provide for redemption on Aug. 1 of equal 
amount of Ist mort. bonds. This issue was 
purchased by strong Philadelphia syndicate. 
Co. now in most active part of yr.’s business. 
From May 1 to Oct. 31 fully 75% of yr.’s 
gross sales are made. Other six mos. pro- 
duce less than enough net to meet operat- 
ing expenses. Co. will certainly earn 4% 
or 5% on its pref., but it is better policy 
to continue large plant improvements still 
under way, entirely from surplus earnings. 


Am. Locomotive.—*It is expected that net 
for June quarter, the last three mos. in 
fiscal yr., will run between $1,200,000 and 


$1,300, This is based on known results 
of Apr. and May, which showed net of over 
$900, and a conservative estimate of the 


output for the current mo. Net of $1,300,- 
000 would be an annual rate of 14% on the 
$25,000,000 com., compared with 7.2% for 
the 1911 fiscal yr. Fiscal period to June 30 
is likely to 
of between 


roduce a balance for the com. 
and 10%. At one time Co. 
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was running as low as 35% of normal, but 
today it is running over 80%. Co. has 
$2,000,000 notes coming due in 1913 and an 
equal amount in 1914. It is not likely the 
com. will receive consideration until these 
notes are out of the way. 


Am. Smelt. & Ref.—tStrike at Perth 
Amboy is over. Men receive virtually no 
increase in pay. Co.’s Mexican properties 
making very good showing this yr., and 
the position is better now than for several 
yrs. 1912 should be most gratifying. Ad- 
vance of $5 per ton in price of lead making 
basis 4.75c. per lb. New York is of im- 
portance to Co. New price highest since 
1907. Co. now having record earnings, as this 
yr. it is getting benefit of enormous copper 
production which it did not have in 1907. 


Am, Sugar. Ref.—*Victory for plaintiffs 
in suit against Havemeyer estate for return 
of $10,000,000 com. of National Sugar. Ref. 
Co., is in reality a sweeping decision in 
favor of Am. Sugar Ref. Opinion handed 
down practically means that the $10,000,- 
000 com. is to be canceled, all of which 
is owned by the Havemeyer family or 
estate. Court may order assessment paid 
in full by the present holders ($100 per 
share), or cancellation of the stock if no 
outstanding creditors are thereby injured 
or stock may be allowed to stand, but 
without right of div. or voting privileges. 
Either one of these courses takes it out of 
the power of the Havemeyer family to 
become a dangerous competitor for Am. 
Sugar. National Sugar is 25% as large 
as Am. 


Am. Tel, & Tel.—*For first six mos. of 
1912 it is understood that the parent cor- 
poration earned balance after div. within 
less than $50,000 of 1911, which is differ- 
ence of hardly 2% after allowing for in- 
crease of $1,300,000 in div. paid; due to 
larger amount of stock outstanding as re- 
sult of sale of $55,000,000 new stock on 
June 1, 1911. This slight decrease of $50,- 
000 was after undivided earnings of sub- 
sidiary Cos. had shown increase for the 
period of $1,800,000. Depreciation charges 
of the Bell system are this yr. running at 
the rate of over $32,000, per annum, 
compared with $28,655,832 in 1911. Process 
of steady absorption of independent tele- 
phone Cos. at various points throughout 
country continues its regular course. 


Atchison.—* Estimating conservatively, in- 
dications are that report for fiscal yr. just 
ended, Co. will show close to 825% on 
com. Earnings are figured on $169,402,500 
com. outstanding Mar. 31, 1912. Last yr. 
Co, earned 9.29% on $168,518,500 com. and 
yr. before 8.88% was earned on $165,518,- 
500 stock. The gradual increase in com. 
stock is due to d conversions, which 
this yr. will be about $1,000,000 as against 
almost $3,000,000 in 1910-11. Co. is going 
ahead with its improvement program. The 
budget calls for outlay of over 000,000. 
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To meet this, Co. has need of a large cash 
surplus. —§Earnings seem to have changed 
for better, the Apr. net being $3,504,336, 
against $2,935,387 a yr. ago; and if crops 
prove good, the stock next yr. should earn 
10 or 11%.—tGross in May reached a new 
high mark, and although 303 miles of new 
road kave been opened in past yr., earn- 
ings per mile were $861, an increase of $17 
per mile. The gain in total gross earnings 
amounted to $430,600, or about 5%. Net 
earnings are satisfactory. In May the in- 
crease amounted to $600,000, or more than 
24%. Loss in net for 11 mos. to end of 
May stood at $1,251,000 and returns for 
June should bring loss down to below $1,- 

Com. div. balance in this event 
will be equivalent to about 8.70%. 


Baltimore & Ohio.—?fCo.* will shortly 
show record volume of traffic handled, and 
gain in gross over last yr. will amount to 
about $700,000. Net returns for May will 
probably show increase of $250,000. Re- 
turns for May assure com. div. for entire 
fiscal yr. equivalent at 9%4%. In 1911 div. 
balance was equivalent td 6.89% —*Earn- 
ings reinvested in property for 11 mos. 30%, 
with increase of $3,596,195 in gross and a 
decrease in transportation expense of $301,- 
000. Completed yr. will show increase in 
net as well as gross over previous yr. 


Bethlehem Steel—*The Mexican Gov. 
has awarded a contract to a subsidiary of 
Bethlehem Steel for naval armament to 
cost $33,000,000 gold. For yrs. European 
manuf, dominated both markets. 


Brooklyn Rap. Trans.—*Fiscal yr. ended 
June, gave 3.5% gain in gross from pas- 
sengers. Total gain in operating revenue 
may be $1,400,000, giving $700,000 net or 
over 3% in excess of the 5% div.—tSix per 
cent. divs. probable this fall. New financ- 
ing for building of the subways to N. Y. 
has been surprising success. Issue of $40,- 
000,000 notes three to four times over-sub- 
scribed. Interest on notes charged to cost 
of construction, and later, the notes will 
be converted into bonds of construction Co. 
—*Co. has 541 miles of surface tracks op- 
erating under perpetual franchises. For 
current fiscal yr. to end June 30, President 
Williams estimates that Co. will earn $3,- 
000 above int. and fixed charges. In 10 
yrs. gross revenue increased 74.6% while 
net income increased 123.2%. Cos. of sys- 
tem have decided to contest order of Pub- 
lic Service Commission compelling equip- 
ment of street surface railroad cars with air 
brakes at estimated cost of $700,000, on 
ground that air brakes on street surface 
railroad cars have no effect. 


Central of Georgia.—*Stockholders at 
special meeting, called for July 18, will be 
asked to authorize issue of $75,000,000 5% 
ref. bonds and not $50,000,000, as was pre- 
viously stated. It is proposed to reserve 

000,000 of new issue for refunding pur- 
poses and balance issued as needed for 


, 
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improvements, betterments, etc., over a 
series of yrs. Probably not more than $4,- 

000,000 or $5,000,000 will be sold at F500 000 
Co. purposes to exchange the $15,000 

new pref., which was authorized on June 6 
last, for income bonds which were pur- 
chased by Ill. Cen. This will increase stock 
of the Cen. of Georgia to $20,000,000, all of 
which will be owned by III. Cen. and in turn 
the bonded indebtedness of Co. will be 
reduced by $15,000,000 


Central Leather.—*For first half of fiscal 
yr., to June 30, it is expected that balance 
for divs. above fixed charges will exceed 
$2,200,000, equal within $150,000 of full yr’s. 
7% div. on pref. If Co. can do as well in 
last six mos. as in first half, it stands a 
fair chance to restore to surplus the $2,035,- 
748 which was drawn from that account to 
make possible the continuance of 7% divs. 
during the dark days of 1911. 


Chesapeake & Ohio.—*Indications point 
to further increases in gross and net for 
May ard June, and it is now reasonably 
certain that balance for divs. will exceed 
54% on the outstanding com. stock. In 
1911 balance was equivalent to $5.06. 
Declaration of 7% divs. by Hocking Valley 
and of 5% by Kanawha & Michigan during 
current fiscal yr. to June 30, means an ad- 
ditional full % of 1% for Chesa. & Ohio 
over the 34% realized in 1911. The latter 
road owns $8,825,800 of Hocking Valley’s 
$11,000,000 stock and $4,027,100 of Kanawha 
& Michigan’s $9,000,000. Lake Shore owns 
a _ amount of Kanawha & Michigan’s 
stock. 


Chi., Mil. & St. Paul.—*Poor earnings in 
Apr. have revived reports that the 5% com. 
div, may be reduced at July meeting, but 
directors feel that the rate should be main- 
tained. Net earnings of $10,644,000 for the 
ten mos. to end of Apr. indicate that St. 
Paul will not earn much in excess of 2%% 
on its com. stock for the entire fiscal yr. 
The deficit after divs., which will probably 
amount to $2,900,000, will be paid out of 
accumulated surplus. Reasons for continu- 
ing the 5% com. div. are that the crop out- 
look in the road’s territory is excellent and 
prospects strongly point to a general re- 
vival in business this fall. In May operat- 
ing expenses and taxes increased in even 
larger proportions than they did on the 
average in the ten mos. preceding, so that 
it appears that the road will close the fiscal 
yr. with operating income over $3,000,000 
behind what it was last yr. Last yr. fixed 
charges took up $8,372,348. Assuming that 
the amount will be about the same this 
yr., there will be left for com. divs. after 
all other charges about $5,012,419. This is 
4.3% on com. 


Colo. Fuel & Iron.—*Announcement 
made of 5% div. on the pref. stock. The 
first div. is payable July 20 and the other 
on Jan. 30, 1913. These are the first divs. 
declared on pref. since Feb., 1903, when 4% 
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was paid. Pref. is entitled to 8% per annum 
before com. receives any payments. There 
are back divs. on the pref. amounting to 
over 60%. In last fiscal yr. Co. earned 
3.47% against 4.15% in 1910. At end of last 
fiscal yr. Co. had working capital of over 
$17,000,000 and as it would require over $1,- 
000,000 to liquidate back divs. on pref. it 
seems probable that this policy may be 
adopted. 


Colo. & Sou.—*Co. will probably earn 
between 2.75% and 3% on its $31,000,000 
com. For yr. ended June 30, 1911, it earned 
5.22% and in yr. previous 7.33%. Present 
2% com, div. will not be acted upon until 
Dec. Loss in gross for yr. was 12%, total 
being $13,937,360 against $15,824,065 for 
1911. It is likely that surplus for com..for 
yr. ended June 30 after deducting the $680,- 
000 divs. on pref., will be $840,000, compared 
with $1,618,592 for yr. previous which would 
leave Co. surplus of $220,000 after all divs. 
Actual balance for divs. for eleven mos. 
was $1,486,342. June gross $125,000 less than 
last June. 


Pay mg Steel.—* Fiscal yr. ending with 
the best since 1910, and will show 
13 “earned on pref., compared with 10.23% 
last yr. Net should be at least $3,250,000 
for this yr., and will be equal to 6% more 
than pref. div. requirements. Co. owes 
pref. about 16% in accrued payments to 
date, and it is probable that part of this 
will be paid out of 1912 earnings. Co 
has never paid a com. div. Through 1911 
Co. paid the regular 7% on pref. and this 
will be continued. 


Erie—At end of Mar. Co.’ s gross was 
$898,000 ahead of last yr.’s and net was 
$729,000 behind. Gross in Apr. and May 
was $7,868,000, compared with $9,025,000 in 
same mos. of 1911, and net in same period 
was $1,431,000 compared with $2,775,000. 
As result 11 mos. gross is actually $287,000 
less than for yr. previous and net shows 
decline of $2,073,000 or 14.3%. In 1911 sur- 
plus over charges reported of $5,.90,412 
sufficient to provide regular 4% pref. and 
leave balance of $2,834,716 for com. equal 
to 2.5%. $2,073,000 loss in net cuts balance 
for com, from almost $3,000,000 to less than 
$1,000,000. Percentage of charges to gross 
advanced from 24.3% in 1905 to 28.4% in 
1908, and the ratio to net increased in the 
same period from 69% to 114%. Since that 
time gross and net have both shown sub- 
stantial improvement. June results will 
show improvement over those of preceding 
mo. 


Federal Min. & Smelting.—tBased on 
profits for May of $81,000, Co. is earning 
approximately $20,000 per mo. above pres- 
ent div. requirements. Profits for May 
showed $15,000 over previous mo. Co. is 
running fairly constant, and probably will 
continue so. Present pref. div. of 6% calls 
for monthly profits of $60,000. The returns 


of $81,000 for May indicate 8% per annum. 
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In Feb. the pref. div. was cut from 7% to 


6% per annum. 


General Electric.—*Gross Business for six 
mos. ended June 30 last, was about $47,- 
000,000 or at the annual rate of $92,000,000. 
During last fiscal yr. Co. earned about 17% 
on its total capital stock. It is well konwn 
that on Dec. 31 last, Co. had a total profit 
and loss surplus of more than $29,000,000 
and it is fair to assume that stockholders 
sooner or later will receive a portion of 
this large balance. It is not known as yet 
whether the distribution will take the form 
of a cash payment or an offer to stockhold- 
ers to subscribe to a new convertible bond 
issue. At the close of last fiscal period Co. 
had a working balance nearly as large as 
the total outstanding capital stock. At 
present time, Co. has a very liberal amount 
of cash on hand. A factor which will prove 
of considerable significance to both the 
Gen. Elec. and Westinghouse Cos., is the 
proposed construction of new subways in 
Greater N. Y. Volume of business is run- 
ning about 10% ahead of a yr. ago, but 
earnings do not show a proportionate in- 
crease, due to lower prices. 


Great Northern.—(See Hill Roads.) 


Guggenheim Exploration—*The item 
“Miscellaneous Investments” given in the 
aggregate total in the annual report is now 
shown to consist of 36,600 shares of the 
Chino Copper Co., which were acquired at 
a cost of $22 a share. In addition to cash 
of $1,028,923, the Exploration Co. has de- 
mand loans of $6,693,009, which include $1,- 
798,159 loaned to the Yukon Gold Co., of 
which the Exploration Co. owns 2,769,639 
shares. 


Hall Signal Co.—*In response to stock- 
holders in adjusting finance of Co., the new 
pref. should be sold to shareholders at less 
than par; the readjustment committee has 
decided to and will offer new pref. at the rate 
of $80 for each $100 share of old stock. 
Each stockholder is entitled to subscribe 
by July 15, 1912, at new rate for amount of 
stock equal to 62%% of his old holdings. 
Under this modification for each $100 sub- 
scribed there will be given $125 of new 
pref., together with $200 of new com. To 
make this change new pref. will be in- 
creased $250,000 to $2,250,000, of which $1,- 
250,000 will be sold to present stockholders 
and $1,000,000 will be retained in treasury 
to be exchangeable for 6%, 20-yr. con. debs. 
which are to be issued. Subscriptions are 
payable; the first installment after July 15, 
upon 10 days’ notice to subscribers. There 
will be five installments of 20% each. 


Harriman Lines (Union and So. Pac.)— 
TIn fiscal yr. U. P. will earn about 15%. The 
actual profit and loss balance of U. P. 
amounts to $220,000,000, or more than $100 
a share for every share of com. stock. Of 
this $187,000,000 is in cash and liquid assets. 
—*U. P. and Sou. Pac. ended first 11 mos. 
of current yr. with losses in net of $3,891,- 
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262 and $2,912,163 respectively. May losses 
for Un. a decline in net of $437,648 and Sou. 
of $112,231. Labor strikes have increased ex- 
penses. 1910 was one of phenomenal earn- 
ings for both Harriman lines, and since 
both gross and net have steadily declined 
Net of U. P. down 10% since 1910 and Sou. 
Pac. 8%. It is only the exceptional sur- 
pluses above div. requirements which roads 
have that prevents threatening existing 
rates. Earnings this yr. will result in per 
share profits of 14% on U. P., compared 
with 16.6% in last yr., and 9.2% for Sou. 
Pac., against 9.5% a yr. ago—TU. P. net 
for June will make a more favorable com- 
parison with the corresponding mo. of last 
yr. than was the case in May. Flood con- 
ditions caused abnormal increase in operat- 
ing costs. 


Hill Roads.—*Gt. Northern, Apr. showed 
increase in gross of better than 10%, while 
net increased over 34%. For 10 mos, of the 
fiscal yr. gross increased $4,002,692, or 7.32% 
and net gained over $4,773,000 or 19.16%. 
Co.’s most favorable showing in Feb. Reduc- 
tion in costs in almost every department of 
operation one of the contributing factors to- 
ward road’s good showing. It is apparent 
that 1912 showing will be best in its history. 
—§As for Gt. Nor., J. J. Hill says: “The Gt. 


Nor., which includes the Manitoba, - never 
failed, never passed a div., never was finan- 
cially insecure in any time of panic. The Co. 


has now acquired a standing which nothing 
in the ordinary ‘course of events can impair. 
The financial outlook of this Co. is as well 
assured as that of most governments. It is 
financed for a period beyond which it would 
be fanciful to attempt to provide. And the 
development of its business throughout every 
part of the practically half a continent which 
it serves makes the payment of divs. on the 
stock as certain as that of its bond coupons. 
There has never been a dollar’s worth of 
stock or bonds issued that was not paid for 
in cash, property or services at its actual cash 
value at that time. The financial interest of 
myself and family in it is larger now than it 
ever was at any time in the past and any 
change would more probably increase than 
diminish it.” 

Illinois Central—*Co. will probably 
show large deficit after divs. in current fiscal 
yr. Net for 10 mos. to end of Apr. $5,850,000, 
which is a loss of $6,720,600 or 53%4% com- 
pared with same ten mos. last yr. Earnings 
indicate that balance for divs. for yr. will not 
exceed 4%. Co. declared regular div. of 344% 
for semi-annual period in spite of poor show- 
ing. Co. has sold to Kuhn, Loeb & Co. $15,- 
000,000 4%4% two-yr. secured notes, being is- 
sued to provide funds to pay for Georgia Cen- 
tral 5% income bonds recently acquired by Co. 
Returns for May for gross shows loss of 
$114,000, while net loss but $62,000 in com- 
parison with last yr. 


Inter. Rapid Transit—*Co. has declared 


extra div. of 5% out of surplus profits. Cash 
involved with payment is $1,750,000, nearly all 
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of which will be turned over to the Inter- 
borough-Metropolitan Co., which owns $33,- 
912,800 of 000,000 outstanding capital 
stock of Inter. Rap, Trans. Co. this yr. will 
earn about 16% on present stock. Co. closed 
yr. June 30 with gross gain for mo. of $158.- 
000, compared with increase of $121,000 in 
May, and $144,000 in Apr. For 12 mos. to 
June 30, gain in gross from passengers was 
$1,444,000. 1912 yr. increased 5% in total re- 
ceipts. This compared with 2.7% in 1911 and 
9.3% in 1910. 


Inter. Agri. Chem.—*$9,892,000 1st. mort. 
& coll. tr. 5% 20-yr, sinking fund gold bonds 
of Co. are now being offered. Bonds dated 
May 1, 1912, due May 1, 1932, and are part of 
total authorized issue of $30,000,000, of which 
$13,000,000 outstanding. Of $13,000,000 out- 
standing, $3,108,000 have been exchanged and 
are held for investment by former owners of 
bonds of one of the subsidiary Cos. Tangible 
assets of Co. on June 30, 1912, including net 
current assets, estimated at $30,000,000. Of 
present issue, $6,525,500 used to retire all 
bonds of subsidiary Co. and balance, $6,474,- 
500, applied toward retirement of floating in- 
debtedness. For yr. ended June 30, 1911, Co. 
showed surplus applicable to interest, equal to 
over three times interest charges on the $13,- 
000,000 bonds referred to above. For first 
six mos. net amounted to $839,914, leaving 
balance for com. of $383,554, which is at rate 
of 9.82% on com. for full year. 


Inter. & Gt. Northern.—In four yrs. from 
1908 to 1912 gross revenues increased 47.7% 
or at rate of 12% per annum over the 1908 
basis. In fiscal yr. ended June 30, 1908, total 
reventtes were $6,922,000. In twelve mos. 
ended June 30 gross revenues were $10,229,000. 
From Sept., 1911, to April, 1912, property 
earned $860,000 i in excess of all fixed charges, 
equivalent to annual rate of 5% on pref. and 
20% on participation certificates outstanding. 


Inter. Mercantile Marine.—*Gross _busi- 
ness exceeds $39,000,000. Surplus of $4,509,- 
270 in 1911, compared with $4,849,581 for 
1910. Net profits for yr. 8.70% on pref., com- 
pared with 9.37% yr. previous and 2.28% in 
1909. Net profits sufficient to have paid 6% 
on outstanding pref. and leave balance equal 
to 2.79% on com., compared with 3.49% yr. 
previous. Under provisions. of the sinking 
fund, $325,000 of 5% mort. bonds were re- 
tired at par on Aug. 1, 1911, and $250,000 will 
be retired on Aug. 1, 1912. Debenture bonds 
of constituent Cos. held by public amounted 
on Dec. 31, 1911, to $6,612,160 as against $6,- 
615,312 on Dec. 31, 1910. Vessels now in 
various services is 120. 

Kansas City Southern.—*Co. has short- 
est line from Kansas City to the Gulf. Oper- 
ates 1,257 miles of track, including leased 
lines and sidings. Has funded debt of $5,- 
846,000, also $21,000,000 4% non-cumu. pref. 
and $30,000,000 com. Pref. divs. inaugurated 
in June, 1907, and continued at the rate of 
4% per annum. Net earnings for last fiscal 
yr. $3,266,898, increase of 18.6% over 1908. 
Balance for pref. divs. $7.93 per share. Co. 
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has made poor showing in current fiscal yr. 
in earnings. Divs. were, however, earned. 
Improvements now being carried on will cost 
about $10,000,000, and when completed should 
enable road to handle more business. Open- 
ing of Panama Canal should increase business. 
Gross business amounts to less than $10,000,- 
000 annually. Cumulated surplus on June 30 
of $4,587,000, equivalent to $21.84 on pref. 


Surplus for div. on pref. in past 5 yrs. has 
averaged $1,820,270. 
Lehigh Valley—tMay was poor mo. 


Gross lost $1,218,800 or 34.6%, and net $515,- 
660 barely covered charges. Loss in net com- 
pared with May last yr. amounted to $842,- 
595 or 62%. Net 11 mos. to end of May 
$8,810,000 which is loss of $2,340,700 or 21% 
Poor showing in current fiscal yr. does not 
necessarily mean that Co.’s div. is in danger. 
Important reason for poor showing in net is 
that maintenance charges were increased more 
than $600,000 and took up over 27% of oper- 
ating revenues.—*June earnings trifle better 
than same mo. yr. ago. No divs. have been 
declared by the Lehigh Valley Coal Co., and 
there is no indication that any will be in the 
near future. Coal Co. uses its surplus to 
finance Own development. 


Long Island.—$Records for sale of com- 
mutation tickets steadily being supplanted by 
new high marks. Latest shows 18,558 com- 
muters this mo., which is 2,460 more than in 
June, 1911, and ‘also the greatest monthly in- 
crease in history of road’s commutation busi- 
ness. Commutation on the Long Island R. R. 
has practically doubled in the last six yrs. 
_ Every mo. of 1912 from Jan. to June, shows 
increases over the same mos. of 1911 


Loose-Wiles Biscuit Co.—*Next to Nat. 
Bis. Co. it is the largest manufacturer in this 
country. Gross sales increased from $2,468,- 
008 in 1903 to $11,696,461 at close of 1911, or 
a gain of 375% in past eight yrs. Present Co. 
recently took over business and assets of the 
Loose-Wiles Biscuit Co., of N. J. Stock of 
old Co. $3,000,000 pref. and $6,000,000 com. 
Under reorganization, capitalization changed 
to authorized $5,000,000 cumu. 7% Ist pref., 

000,000 cumu. 7% 2d pref. and $8,000,000 
com., all outstanding. Combined earnings for 
divs. for nine yrs. ended Dec. 31, last, aver- 
aged $349,652 per annum. For past three yrs., 
averaged $453,118. Net for 1911, $531,377. 
Net for current yr. estimated to be $700,000. 
A cumu. sinking fund is to be created out of 
surplus profits and is to be applied to pur- 
chase or redemption of first pref. up to 120. 
This sinking fund to amount. to $75,000 in each 
yr. from 1915 to 1919 and to $150,000 in each 
yr. thereafter. First pref. has full voting 
rights and is also entitled to elect one-third of 
the board of directors, remaining being elected 
by second pref. and com. Co. has declared 
an initial quarterly div. of 134% on first pref. 
and first and special div. of 244% on second 
pref. After Ane 1, regular quarterly pay- 


ments will be 134%. 


Louisville & Nashville—tProbability of 
juicy “melon” 


cutting this fall, and being 
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placed on regular 8% basis. Balance for divs. 
in fiscal yr. to end with close of present mo., 
equal to $17 per share of capital stock out- 
standing. At close of last fiscal yr. Co. had 
net working capital of $44,000,000 in which 
was included $15,198,000 cash on hand. Profit 
loss balance $31,246,800, equal to $50 per share 
of capital stock outstanding. Earnings for 
1911 fiscal yr. best in history of Co. In ll 
mos. of present fiscal yr. gross increased over 
$2,000,000 and net $1,187,000, which indicates 
that balance for divs. will be $2.75 per share 
larger than 1911. At close of this fiscal yr. 
Co.’s profit and loss balance should amount 
to over $37,000,000, which is equal to $61 
per share of capital stock. 


Mexican Petroleum.—tCo. owns or con- 
trols 600,000 acres, or nearly 1,000 square 
miles of oil lands in Mexico, 26 completed oil 
wells with present producing capacity of about 
70,000 barrels per day, about 10 miles of rail- 
road, about 130 miles of 8-inch pipe line, etc. 
Property conservatively appraised at $73,624,- 
000, or value of $175 a share on com.; 3% 
paid on pref. in 1907, and paid yearly since. 
Com. div. 4% in 1% quarterly payments. 
Earnings said to be at rate of nearly 14% on 
com. Fairly estimated that wells will produce 


for 40 or 50 yrs. 


Mo., Kansas & Texas.—iNet returns for 
yr. just closed about $5,585,000. Decrease of 
$1,860,000, or 25% compared with 1911. In 
order for net to reach the above total it will 
be necessary for June returns to come up to 
June of a yr. ago. Net for May decreased 
$107,400, or 22%. Apr. net decreased $29,880, 
or more than 9%. Mch. net decreased $185,- 
000, or 48%. Directors meet for divs. in Oct., 
but in spite of poor showing of 1912 it is un- 
likely that pref. will be reduced. Present 4% 
in force since 1906. Net poorest reported in 
several yrs. because operating conditions were 
exceptionally severe. Outlook for business 
very favorable. 


Missouri Pacific—tCo.’s earnings for 
May best reported for any mo. of this fiscal 
yr. Net increased $926,000 and balance after 
charges gained $831,000, due to special causes. 
Co. for entire fiscal yr. will probably show 
deficit after charges of $1,900,000. In May 
balance for divs. $79,000. For 11 mos. of fis- 
cal yr. to end of May road failed to earn 
charges by $1,908,000. This is improvement of 
$823,000 compared with same 11 mos. of pre- 
vious yr. Results of Co. during next few 
mos. and probably for 1913 fiscal yr, will be 
materially better than in fiscal yr. just closed. 
Business outlook in Co.’s territory very favor- 
able. Operating efficiency greatly increased 
through liberal expenditures for maintenance, 
improvements and additions, and ratio of 
transportation expenses to gross has been 
brought down from 42.4% for 1910-1911 to 
39.1% for 11 mos. of 1912. Maintenance ex- 
penditures in 1912 fiscal yr. about $1,600,000 
larger than 1911, 

National Biscuit.—*Cash resources close 


to $4,000,000 and bills payable less than $500,- 
000. Net earnings for the quarter ended Apr. 
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30, were in advance of those for the same 
period a yr. ago. Co.’s plants running at full 
capacity to meet heavy summer demand. The 
bonds of its subsidiaries have all been retired, 
while holding corporation has no bonded or 
other mortgage indebtedness.—tProspects of 
increase in return on investment or extra div. 
this fall are improving. Business of Co. has 
reached new high record. Plants operating at 
full capacity, and net earnings are constantly 
touching new high marks. It is very likely 
the fiscal yr. to end Jan. 31, next, will be the 
best Co. has yet experienced, 


Nat. Enam. & Stamping.—?tCo. organized 
in 1899. Produces practically all enameled 
ware made in U. S. The preferred paid 7% 
div. since organization. Com. paid 1% in 
1902, 4% in 1903 and 1904, and 2%4% in 1905. 
None since. For yr. ending June 30, 1911, Co. 
earned 1.83% on com. Earnings since said to 
have shown big improvement. Treasurer A. 
M. Steinhardt is quoted as saying that busi- 
ness in the early spring was particularly good, 
and that if orders continued as satisfactory 
the directors would probably declare a div. 
on com. in Aug. 


N. Y. Central—*Five mos. net after 
taxes, $20,702,470, compared with $18,249,713 
in 1911, which is increase of $2,452,757. May 
gross $21,731,932, an increase of almost $1,- 

000 over corresponding mo. 1911. es 4 
Central proper gains $255,000 in gross. Up 
to June 1 of this yr. Co. did gross business of 
$41,000,000 and earned net of $6,000,000. The 
Vanderbilt system as a whole, consisting of 
13,000 miles of railroad through most stable 
traffic territory in the country, has done $19,- 
200,000 more business so far this yr. than it 
did in the same periad of 1909 and after pay- 
ing expenses had actually $100,000 less with 
which to meet interest charges. Total net of 
all lines in first quarter of 1911 declined 29% 
from 1910. First quarter figures this yr. 
showed a recovery of full 35%, but Apr. and 
May totals show losses so that five mos’. net 
is 13% ahead of 1911.—tReports for 1911 
showed surplus of $16,532,073 for divs. from 
operation of the N. Y. Central proper, and 
Lake Shore undivided earnings of about $6,- 
000,000. Combined earnings for 1912 will 
probably be 11% to 12%. Increase of stock 
by subscription offering to shareholders would 
strengthen Co.’s financing ability through its 
proposed new mortgage authorizing total is- 
sue of $1,000,000,000 of bonds, inasmuch as 
the new bonds would be a legal investment for 
savings banks in the State of New York. 
There is room for a 50% increase in the stock 
issue. 


N. Y., N. H. & Hartford.—*Combined in- 
come accounts of all the various properties 
making up the New Haven system will show 
8% div. to have been very nearly if not fully 
earned. New Haven system made up of 14 
different Cos. —tFor 11 mos. of fiscal yr. end- 
ing June 30, 1912, Co. reports a gain in rail- 
road revenue of $2,525,000 and net $1,293,000. 
Last yr. parent Co. reported a deficit after 
divs, of $1,267,540, but system as a whole fell 
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short of div. by only $313,000. For six mos. 
ended Dec. 31, surplus for divs. was $7,810,- 
584. Operating income for Apr. $1,642,817, 
against $1,629,188 for Apr., 1911, while that of 
past ten mos, shows an average gain,of 7.57%. 

—*Co. will have to meet charges of approx- 
imately $18,300,000 and divs. at the existing 
8% rate of $14,318,000. 


N. Y., Ont. & West.—*Co. has passed 
regular 2% annual div. which was necessi- 
tated by poor showing which road will make 
in current fiscal yr. Deficit of $19,400 in 1911 
after div. and for fiscal period ended this 
month, earnings of not over 1% are expected 
on stock. Passing of div. will mean a loss 
of $583,000 in “other income” for New Haven 
in its 1913 fiscal yr. New Haven owns $29,- 
160,000 of Co.’s $58,113,983 com. on which 2% 
divs. have been paid since 1906. In 1905, yr. 
after New Haven acquired control, a total of 
41%4% was paid. Surplus for div. for ten mos. 
showed decline of 44.3% from same period 
1911. April deficit after expenses $108,578. 


N. Y. Railways.—*Four mos’. earnings of 
Co. showed surplus, after four mos’. interest 
on the $16,768,100 first real estate and ref. 4% 
bonds, of $317,694. This is equal to not quite 
1% on the $31,933,400 adj. mort. 5% income 
bonds outstanding. Prediction made that for 
yr. opnding Dec. 31, next, Co. will earn about 
4.1% on income bonds. 


Norfolk & Western.—tEarnings for divs. 
in current fiscal yr. will be in excess of $10 
oncom. Traffic this fiscal yr. larger than ever 
before handled, but greater economy in oper- 
ation has been shown and earnings after 
charges have reached new high record. Gross 
in 10 mos. to end of Apr. $32,752,900, an in- 
crease of $3,042,000 or 10% over 1911. Net 
gained $950,400 or 9%. Cost of moving traffic 
has been reduced from 30.1% of gross to 
29.7%. Maintenance charges abnormally heavy 
and now amount to over 30% of operating 
revenues. 


Pennsylvania.—*May net after taxes . of 
all lines $6,797,328, against $6,710,344 in 1911. 
Lines east of Pittsburgh and Erie gross in- 
creased $869,340; net increased $212,442. Lines 
west of Pittsburgh and Erie gross increased 


$1,008,233; met decreased $125,457. Whole 
system: May gross increased $1,877,573; net 
decreased $86,985. Evidence unmistakable 


that shares of Co. are joining the ranks of 
comparatively inactive stocks and are being 
absorbed for investment purposes. 


Republic Iron & Steel—*The mills are 
operating full, new business this mo. exceed- 
ing that of May by more than 30%. The 
Gates holdings, it is understood, are now con- 
centrated in the hands of about ten wealthy 
steel manufacturers and bankers who have 
been identified with the Co. since John A. 
Topping became its head. John W. Gates 
credited with holding 40,000 shares of com. 
and pref. The business during last few yrs. 
has been greatly strengthened: financially and 
physically. In first half of this yr. between 
4 & 5% a yr. was earned on pref. Co. will 
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have spent close to $25,000,000 for new con- 
struction since organization. The result has 
been more than double the capacity of the Co. 
and is now able to produce close to 1,000,000 
tons of finished steel a yr., placing it among 
the five largest steel concerns in the U. S. 


Rock Island.—*Co. will probably earn 
only 444%. The railway Co. has declared a 
total of 5% during the yr. It was desired that 
the operating Co. show a record of 5%. The 
extra 4% of 1% will add a little more than 
$200,000 to the surpluses of holding Cos. The 
5% div. require $3,743,460. On assumption 
that June, 1912, produces no gain over June, 
1911, the balance for div. would be $3,000,000. 
To show even 444% the gain will have to ex- 
ceed $350,000. 


Seaboard Air Line.—*Payment was com- 
leted for the Seaboard stocks formerly owned 
y the Cumberland Corporation, and delivery 

made to purchasers. Amount involved over 
$8,000,000, representing 90,000 shares of pref. 
and 120,000 com. of the Seaboard Air Line 
Railway. Such changes as may be made in 
the Seaboard board of directors would neces- 
sarily not take place until the annual meeting 
in November.—*Co. has purchased the entire 
$250,000 pref. and $500,000 com. of the Tampa 
Northern Railroad. Yr. ended June 30, 1911, 
total gross were $143,000, and deficit after 
charges $27,000. 


Sears Roebuck.—*Sales of Co. in June 
fell off to $4,303,000, which is $2,000,000 less 
than the sales in May and by far the smallest 
for any month of yr. Increase over June last 
yr. was only $474,600, which is also the small- 
est gain reported since Jan. 1. For the six 
mos., however, the Co.’s total sales were $38,- 
656,000, an increase of $7,168,000 or 22.77% 
over the corresponding period of 1911. ~ 


Southern Pacific—(See Harriman Lines.) 


Southern Railway.—*Co. has had a very 
successful yr. Gross and net largest in the 
history of the Co. Based on the 11 mos. show- 
ing total net income after payment of charges 
should amount close to $7,000,000, equal to be- 
tween 11 and 12% on pref. Surplus for pref. 
for 1912 equal to $7,125,000, compared with 
$401,850 in 1908. Since 1908 gross revenues 
have increased over $10,000,000 or 20%. Net 
revenues in the same period have increased 
over $6,000,000 or about 60%, while surplus 
for pref. are now about 17 times greater than 
in 1908. In time road will doubtless have 
complete double-track line between Washing- 
ton & Atlanta. At present Co. is double track- 
ing portions of its line. On Feb. 1, 1913, the 
$10,000,000 debenture 5% gold notes mature 
and will have to be taken care of. 


Studebaker Corp.—*Net income of Cor- 
ration for 15 mos. ended March 31 last, 
544,727 and net surplus after pref. divs., $1,- 
157,686 or 4.1% on the $27,931,600 com, In 
fiscal yr. ending Dec. 31, 1911, surplus on com. 
equal to 3.68%. During 10 yrs. to Dec. 31, 


1910, the Studebaker half of the combine aver- 
aged $1,067,484, Last Feb. corporation sold 
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$8,000,000 10-yr. 5% serial notes and the first 
semi-annual series of $400,000 matures Sept. 
1, next. Pref. redeemable at $125 and ac- 
crued divs. after March 15, 1914. Under char- 
ter special surplus account of not less than 
3% of the par value of the outstanding 
pref. shall be set aside annually out of the 
surplus or net profits, beginning July 1, 1912, 
and shall be used during the ensuing yr. to re- 
deem the shares. No div. to be paid on com. 
until this fund amounts to $1,000,000, but may 
be used to pay pref. divs. if necessary and 
fund reimbursed later. 


St. Louis & Southwestern.—* Directors of 
Co. at meeting declared a div. of 244% mak- 
ing 44%4% for the fiscal yr. In official state- 
ment directors refused to say whether the 
stock may now be considered a 5% issue, but 
there is unquestioned authority for saying that 
5% per annum will continue to be paid in- 
definitely. Operating efficiency been greatly in- 
creased and business outlook is excellent. 
Earnings are expected to gradually mount to 
new high figures. 


Texas and Pacific_—*In 10 mos. to Apr., 
Co. earned $3,113,637 net, increase of 13.7% 
over same period previous yr. and $1,040,000 in 
excess of full yr’s charges. On present outlook 
Co. promises to close 12 mos. with surplus 
over charges equal to between 5% and 6% 
on its $25,000,000 income bonds. Despite floods 
which caused suspension on portions of the 
lines, April gross increased 18.1%. Net $7,000 
under April, 1911. Co. expects shortly to do 
some financing to cover expenditures of ter- 
minal property contemplated in New Orleans. 


Third Ave.—*Frederick W. Whitridge, 
receiver of the Third Ave. Ry. Co., has sub- 
mitted his final report to Federal Judge La- 
combe and states that all matters pertaining 
to the receivership have been settled with the 
exception of contest which still exists between 
a committee representing $1,100,000 of so- 
called certificates of indebtedness of the Dry 
Dock, East Broadway & Battery Railroad Co. 
and the Third Ave. Co., which owns $1,800,000 
of the notes of the Dry Dock road. During 
period of receivership most of cars turned over 
by Metropolitan receivers have been sold or 
broken up, and chat he has purchased in their 
place 754 new cars and entirely rebuilt 334 
cars. Eighty-five storage battery cars have 
been purchased. Net earnings together with 
the proceeds from the sale of receivers’ cer- 


‘ tificates have provided for expenditures and 


that $2,500,000 of these were finally paid by the 
reorganization committee. 


Twin City Rapid Transit—*Earnings of 
Co. for 1912 fiscal ym from results in the first 
five mos. promise to exceed record results of 
last yr. Surplus ending May 30 was $808,554, 
compared with $797,669 of 1911. Co. has ex- 
hibited steady expansion in earning power and 
is now showing a substantial margin above its 
6% com. div. Last yr. balance on com. was 
equal to 10.99%, compared with 10.88% in 
1910, 9.94% in 1909 and 827% in 1908. Co. 
has exclusive franchise in Minneapolis and 
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perpetual in St. Paul and owns 390 miles of 
road, 


Underwood Typewriter—*Co. Will in- 
crease its com. div. rate this fall. At next di- 
rectors’ meeting it will be voted to put stock 
on either a 5 or 6% per annum basis. Ma- 
jority of directors believe that a 6% rate is 
warranted by present earnings. For first six 
mos. Co.’s fiscal yr. net after depreciation 
charges were at rate of $1,500,000 per annum, 
compared with $1,277,597 net for 1911 and 
means that between 13 and 14% is now being 
earned on com. after payment of 7% div. on 
pref. In 1911, 10.92% shown on com. after 
pref. In by-laws of Co. provision to the ef- 
fect that at least $1,000,000 must be laid aside 
from earnings before div. can be increased 
above 4%. About $400,000 laid aside for this 
fund during first two yrs., and impression 
prevailed that average of $200,000 would be 
laid aside each yr. for this fund, which would 
mean that there would be no increase in div. 
before 1915, but Co. is in position to turn out 
20,000 more machines a yr. than at time of its 
incorporation. Speaking of the by-law pro- 
vision for the special surplus reserve fund, a 
director said: “Reservation of $1,000,000 was 
purely a matter of bookkeeping.” 


Union Pacific—(See Harriman Lines.) 


United Fruit Co—*Net for May & June 
will show at least $2,000,000, which is equal to 
50% of maximum total Co. has earned in any 
one yr. from its fruit business. That was in 
fiscal period of Sept. 30, 1910, when importa- 
tions of fruit produced net of $3,943,802. Last 
yr. fruit net was $3,733,204. European mar- 
ket short of fruit and demanding any possible 
surplus that may accumulate in the South 
after middle of July. Co. will make this yr. 
at its two mills a total of between 240,000,000 
and 256,000,000 pounds of sugar, compared 
with 185,747,000 pounds a yr. ago and price 
received will be greater than last yr. Less 
than 8%*of its crop still to make and sell. 

U. S. Cast Iron Pipe.—*Directors of Co. 
declared a quarterly div. of 1% on pref. be- 
ginning July 15. Last pref. div. was paid in 
June, 1912, and on Sept. 11, 1911, div. passed. 
Since div. is 7% non- -cumulative, Co. has no 
accrued money to pay. Year 1910 was worst 
since 1 Report for yr. ended with May 
will show surplus after $400,000 necessary to 
pay 4% on $15,000,000 pref. Co. earned 4.22% 
on pref., against 3.87% last yr. Eleven of 
Co.’s twelve plants being operated at full 
capacity. 

U. S. Motor Co.—All creditors of Co. 
have agreed to extend time for payment of 
claims for 90 days. Maxwell-Briscoe, Dayton, 
Columbia, Brush, Alden-Sampson Cos., operat- 
ing seven plants, together with selling cos. in 
various cities, are controlled by U. S. Motor 
Co. through National Motors Co. In addition to 
$6,199,000 shown in statement of above Cos., 
U. S. Motor claims plant and other invest- 
ments of more than $10,000,000, against which 
it has outstanding $6,000,000 S-yr. 6% notes 
issued last year. Sales of Co. during June 
$2,000,000. In May, gross $1,600,000. 
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U. S. Realty—*Business at present 
amounts to $20,000,000 or 17% in excess of 
same period a yr. ago. Indications are that 
percentage of gain will be maintained through- 
out yr. Income from rents on Co.’s perma- 
nent investments in office buildings also larger. 
During the last four yrs. Co. has earned aver- 
age $717,571 a yr. above its div, requirements. 
Co. has entirely wiped out its good-will ac- 
count, which in 1909 stood at $5,764,901. Sur- 
plus of $1,294,839 at close of last fiscal yr. 


U. S. Rubber.—*Co. declared 20% extra 
com. stock div. This div. calls for issuance 
of 50,000 shares of com. at par to holders of 
the $25,000,000 of that issue now outstanding. 
Directors also passed necessary resolutions for 
offering of 100,000 shares of Ist pref. at par 
to all holders of three classes of stock to 
extent of 12%% of their present holdings. 
Usual quarterly div. of 2% on Ist pref., 14% 
on 2d pref. and 1% on com. declared. Re- 
port showed that ater setting aside $1,200,000 
to meet these divs. Co. had balance for divs. 
of $5,000,000 or more than enough to cover 
20% stock div. on com. shares. Estimated 
that production of tires in U. S. in 1912 will 
aggregate $120,000,000 in gross value, or four 
million tires at an average price of $30 per 
tire. Co. is building another big tire plant 
in Chicago, one of the largest in country, and 
its Canadian subsidiary is likewise building a 
million-dollar plant. 


U. S. Smelting.—*It is understood that 
for six mos. to end of June 30 profits will be 
over $2,700,000, or average of $450,000 a mo. 
Net for divs. $2,200,000. Profits for first six 
mos. of this yr. would provide for full $3.50 
pref. div. for this period, and leave for com 
$1,370,000 or $4 per share. Co. earning $8 per 
share on com. 


U. S. Steel—*Mills of Corp. are operat- 
ing at full capacity and are booked six mos. 
ahead with rail orders. Expected that close to 
4,000,000 tons will be sold this yr. Car orders 
in market total 15,000 which will require be- 
tween 150,000 and 175,000 tons of plates and 
shapes. Prices on all classes of steel increased 
$1 to $3 per ton July 1. Estimates of $23,500,- 
000 to $25,000,000 net for second quarter of yr. 
are at least $2,000,000 too low, according to 
best-informed interests. Third quarter’s net 
between $30,000,000 and $32,000,000. Co. con- 
suming more copper than at any time in its 
history. Earnings for third and fourth quar- 
ters expected to be larger than reported in 
second quarter. Unfilled orders for June 
showed increase of 56,363 tons over May’s 
total of 5,750,983. The 5,807,346 tons of June 
compares with 3,361,058 on June 30, 1911. 


Va.-Carolina Chemical.—*Co. believed to 
have sold within 50,000 tons as much fertilizer 
as in the 1911 yr. or total of between 1,100,000 
and 1.200.000 tons. 1911 net fertilizer profits 
$200,000 larger than yr. before. Co. manu- 
factures fertilizers and has the business of the 
Southern Cotton Oil Co. Last yr. actual loss 
of $629,000 in cotton oil end of business, com- 
pared with a splendid profit of $1,450,000 in 
1910, which was reason why com. stock prof- 
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its fell from 10.7% to 3.1%. This yr. cotton 
oil business has been decidedly more profitable 
and profit probably not less than $250,000 
This should mean share profits for com. of 
5%. Nothing in sight to hold out promise of 
more than 3% div. Balance of working cap- 
ital on May 31 last $22,082,020, against $18,- 
976,402 yr. ago. Last four yrs. Co, has shown 
increase of $18,000,000 in gross sales. 


Virginian Ry.—*Co. sale of $25,000,000 
lst mortgage 5% bonds was highly successful. 
Bonds are part of authorized issue of $75,000,- 
000, $50,000,000 of which are reserved for 
future acquisitions. Cost of the present prop- 
erties more than $50,000,000 or nearly twice 
total funded debt of $27,437,000. Net earnings 
estimated for yr. ending June 30, 1912, $1,800,- 
000 and for fiscal yr. ending June 30, 1913, es- 
timated at $2,600,000, Present interest charges, 
including interest on these bonds, amount to 
$1,371,850. Current coal tonnage of road at 
rate of 3,400; tons annually, and is esti- 
mated for 1913 at 5,000,000 tons and for 1914 
at 6,000,000 tons. 


Western Electric—Returns for first half 
fiscal yr. for Co. shows $66,000,000 gross busi- 
ness. Goods billed during June were 10% 
more than for that mo. year ago, which makes 
this yr.’s six mos. aggregate of gross sales 
2% ahead of correspondiag six mos. in 1911. 
10% increase for June is like abnormal in- 
crease of 17% shown in April and is due to 
special circumstances. Fluctuations by mos. 
in Co.’s business have been considerable this 
yr. to date. Jan. and Feb. were 9% and 2% 
behind the same mos. in 1911, March ran even 
with the preceding March, April showed gain 
of 17%, May a falling off of 3% and June an 
increase of 10%. 
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Westinghouse Electric.—*For first three 
mos. of fiscal yr. net of Co. ran at rate of 15% 
on com. compared with 6% last yr. and 12.34% 
two yrs. ago. Co. operating plants at highest 
possible percentage of capacity. Able man- 
agemeni oi Guy E. Tripp, chairman of board, 
given credit for better showing of Co. and in 
Sept. if present intentions of directors are 
carried out, com. stockholders will be voted 
div. of 3% making a total for this yr. up to 
that time of 4%. 


Wabash.—7?Co. reorganization plan has 
been decided upon and calls for: Assessment 
of $40 per share on pref. Holders of pref. 
will receive 100 shares of new pref. for each 
100 now held. Also assessment of $40 per 
share on com. Holders of com. will receive 
120 shares of new com. for each 100 shares 
now held, and retirement of Ist refg. and ext. 
bonds by the payment of 50% in cash and 50% 
in new pref. As there is $39,200,213 pref. and 
$53,200,213 com. outstanding, new capital re- 
sulting from assessment of $40 per share 
would amount to nearly $37,000,000. On June 
30, 1911, Mo. Pac. Ry. and Iron Mountain 
Ry. owned $9,826,200 pref., $2,826,200 com. 
and $2,913,200 ref. and ext. 4’s of Co. If es- 
timates prove correct Mo. Pac. and Iron Mo. 
will be called upon to pay a cash assessment 
of $5,060,960 on their Wabash shares. 


F. W. Woolworth Co.—*Total sales of 
all Cos. were $52,616,123. Net earnings of 
constituent Cos. for yr. ended December 31, 
were $4,955,255, which if continued at same 
rate under merger for current yr. will pay 
the cumulative 7% rate on new $15,000,000 
pref. and leave at end of yr. $3,905,255, equal 
to nearly 8% on the $50,000,000 com. 


Mining Stocks 


This section of the Investment Digest includes some of the more important properties, in 
regard to which authentic and trustworthy information has appeared during the month. 


Anaconda.—*The Co.’s statement for as- 
sessment purposes has been filed and figures 
show net proceeds this yr. on which Co. will 
pay taxes is $10,525,729.82, compared with 
$5,096,445 in previous yr., which may be ac- 
counted for in two ways. First, many new 
economies, and eteondle for the past six 
mos. production has been greatly increased 
and copper has been sold at a higher price than 
for a long time. Co, expended in labor $13,- 
440,936.66, while there was paid for machinery, 
supplies, etc. $9,809,629.07. This will give 
some idea of the vast amount of money Co. 


has put into new and modern equipment dur- 
ing the past twelve mos. 


British Columbia.—fThe declaration of a 
3% quar. div. again places this among the div. 
payers. The new div. is a slight increase over 
that of June, 1911, of 244% quarterly. Co. is 
now operating to full capacity and making a 
very good showing as regards production and 
earnings. Production is running between 
1,000,000 and 1,050,000 Ibs. per mo. The man- 
agement states that at present earnings are 
at the rate of about $60,000 per mo. 


Calumet & Hecla.—*There has been an 
appreciation of $12,370,378 in market value of 
Co,’s holdings in subsidiary Cos. from the low 
prices of 1911. This is equivalent to over $123 
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per share on the 100,000 Cal. & Hecla shares 
outstanding. The big rise has been in Ah- 
meek, which has advanced within a yr. from 
148 to 365, equivalent to $5,505,600 on the 24, 
800 shares owned by Cal. & Hecla. Osceola 
had advanced. 55% in past 10 mos., while Al- 
louez and Superior have each adv anced over 


$1,200,000. 


Chino.—iThe Guggenheim Explor. Co. 
has acquired 36,600 shares of Chino stock.— 
*The property is developing into a much 
larger mine than was ever expected. The 
engineers estimate that a cost considerably be- 
low 7c. per lb. would be possible, even on 
lower grade ore. Even with figures of 55,000,- 
000 tons of 2.24% grade ore, Chino has a life 
of thirty-one yrs., while on the tonnage figures 
its life would be more than forty-five yrs. on 
steam shovel ore. 


East Butte.—fCopper stocks usually sell 
at an average price equal to about 12.64 times 
their yearly surplus earnings per share; and 
this would make East Butte figure to be worth 
about $25 per share in a 15.5 metal market 
with the $2,000,000 floating debt capitalized, 
and with a production going on at the rate of 
18,000,000 Ibs. per an. The net earnings for 
the yr. were more than double compared with 
previous 12 mos., being $250,187 for yr. ending 
May 31, compared with $118,986 previous yr. 
Upon present output with copper above 17c. 
Co. must be showing earnings at a rate of be- 
tween $4 and $5 per share. 


Goldfield Consol.—*Preliminary official 
estimates for June give gross values $542,000, 
operating expense $200,000, making net earn- 
ings $342,000. Estimated production was 32,360 
tons. 

Granby Consol.—jCo. appears decidedly 
better than it did a few mos. ago. The ex- 
haustion of ore reserves promises eventually 
to be offset partly, or wholly, by favorable 
developments in the Hidden Creek property 
which was purchased in Oct., 1910. This con- 
tains 412 acres of crown-granted mineral 
rights, together with 600 acres of other land 
and valuable water rights. When the new 
smelter on this property is completed, it is es- 
timated that the Hidden Creek mine alone will 
produce between 20,000,000 and 30,000,000 Ibs. 
per an. and that Granby’s total production will 
be 40,000,000 or 50,000,000 Ibs. Earnings of 
Co. for two mos. have now exceeded the $130,- 
000 mark, which is at rate of $10 per share. 

Greene-Cananea—*Co. will meet some 
time in July to take action on the second div. 
which will be payable Aug. 31. The disburse- 
ment will be unchanged in amount, 25c. a 
share, but in effect it will place the stock on 
a $1 per an. unless plans are changed, another 
div. of like amount will be forthcoming 3 mos. 
later. The initial div. was declared 6 mos. 
ago. 

Miami.—*Net profit, figuring on an 8c. 
per Ib. profit during May, approximated $216,- 


000. A full quarterly period at that rate of. 


earnings would result in net applicable for div. 
$648,000, whereas but $375,000 is now required. 
Co. declared the regular quarterly div. of 50c. 
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a share, payable Aug. 15, to holders of record 
Aug. 1. Co, mined 89,900 tons of ore during 
June, the mill handling about 3,000 tons per 
day. Reported that ore has been disclosed for 
distance of nearly 500 feet below 570-foot level. 

Ray Consol.—*Co. produced 3,150,000 Ibs. 
of copper in concentrate during May, a record 
amount. Copper content averaged 1.73%, a 
slight improvement over earlier operations. 
Further gain is looked for until the mine’s 
average of 2.17% is reached. Copper at 17%4c. 
has resulted in profits of about 8c. a Ib., or 
$252,000 on May’s output. No div. action is 
likely before the first quarter of 1913. 

Tennessee Copper.—$During remainder 
1912 Co. should show decided improvement 
over very good record which Co. has made up 
to this time. It is expected that production 
will be maintained at the rate of 16,000,000 
Ibs. per annum. In one item of copper alone, 
difference in metal price between the last yr.’s 
average and the present quotation means to 
Co. on above output, additional income at the 
rate of $800,000 per annum. Co.’s earnings on 
increased production, also copper at its present 
price and including profits from the acid plant, 
should be at the rate of $1,500,000 per annum. 
After allowing for depreciation and retirement 
of bonds, there would still be remaining $1,- 
200,000. Management feels confident that for 
1912 Co. will show earnings of at least $1,000,- 
000 after all charges have been made. Co. 
earning at rate of $7 per share. 

Utah Consol.—*Co.’s operators for first 
six mos. of 1912 show shipments of 100,808 
dry tons of copper ore, 8,025 dry tons of lead 
ore, from which net are estimated at $300,000 
or $1 per share on its 300,000 shares. Reserves 
of copper ore placed at 239,650 tons, carrying 
2.24% copper, .051 ounce ‘of gold and .603 
ounce of silver. Reserves of lead ore placed 
at 23,785 tons, averaging 15.44% lead, .032 
ounce of gold, 3.01 ounces of silver and 1.04% 
copper. In addition there were 12,000 tons of 
low-grade lead ore. For 1911 Co. showed net 
profits of $438,430 

Utah Copper-Nevada Consol.—*During 
May Utah Copper made its record, turning out 
10,068,336 gross Ibs. of copper, which is 1,000,- 
000 Ibs. increase over preceding mo. By Aug. 
Co. should be treating fully 20,000 tons of ore 
per day.—*Production of Nevada Consol. in 
May was 6,063,462 Ibs.. compared with 6,115,- 
095 Ibs. in Apr. and 6,380,000 Ibs. in Mch. 

Copper Notes.—The world’s visible sup- 
ply decreased 11,989,439 Ibs. in June, which 
brought the total on July 1 down to 137,- 
590,524 Ibs. In addition stocks at Hamburg 
and Rotterdam decreased 3,263,680 Ibs., mak- 
ing aggregate decrease at all points of which 
record is kept of 15,253,119 Ibs. World’s vis- 
ible in first six mos. of 1912 decreased 80,178,- 
091 Ibs. or 36.7% since July 1, 1910, when rec- 
ord amount of 401,139,697 Ibs. had accumu- 
lated; there has been a decrease of no less 
than 263,549,173 Ibs. or 65.7%. June produc- 
tion at 122,315,240 Ibs. being lower than cor- 
responding mo. in past three yrs. Deliveries 
showed pronounced drop of 127,595,789 Ibs. 
against 142,188,222 Ibs. in May. 














The Law of Averages and the Stock Market 


I—Some Basic Conceptions 
By F. A. GIFFIN, M. A. 


{In this series of articles Mr. Giffin, who is a well-known research engineer, will 
show that “manipulation,” so called, has but small part in the making of stock prices, 
and that the smaller movements of the market correspond very closely with the 
scientific laws of probability. ] 


ANY different theories have been 
advanced to account for the 
ceaseless surging of that sea of 

quotations, called the Stock Market. We 
are told that its ripples and waves and 
billows—the minor fluctuations, specula- 
tive swings and fundamental movements 
—can be forecasted from the tape, also 
from technical experience and a study of 
statistics. Some claim that the market 
is dominated by powerful groups of de- 
signing manipulators, others that basic 
conditions of industry and finance must, 
in the long run, prevail. Some assert 
that prices merely reflect the current re- 
lation between supply and demand, while 
others look upon the market as a geo- 
metrically composite picture of the ever 
shifting psychological impulses of those 
who buy and sell. 

This very multiplicity of attempts to 
fathom the stock market bears eloquent 
testimony to the widespread desire, yet 
tremendous difficulty, of reaching a sat- 
isfactory solution. In fact, some ability 
to forecast the trend of prices for not 
only securities, but also credit and com- 
modities, has become an almost indis- 
pensable requisite for success in any 
business under the rapidly growing com- 
plexity of modern intensive special- 
ization. 

Unfortunately, an even superficial sur- 
vey of the facts must convince us that it 
will never be possible to discover a 
method whereby everyone may profit by 
each fluctuation in the price of securi- 


ties; so that the problem must always 
remain, as it is today, a contest of wit 
against wit. 

For, since each transaction involves 
both a purchase and sale, it is not diffi- 
cult to see that only in a bull market is 
it possible for everyone to make money ; 
and even then there are many who must 
profit by fluctuations for which others 
lacked the patience or foresight to wait. 
In a bear market there must always be 
more lost than gained—not necessarily 
by one individual, but rather by the fi- 
nancial community as a whole, including 
investors as well as traders. Moreover, 
only a limited number of shares can be 
bought at the bottom of a decline, or sold 
at the top of a rally; and the smaller the 
fluctuations that one attempts to follow. 
the more restricted will the market be 
found. 

Perhaps a clearer conception of these 
limitations may be gained through a 
brief survey of 


THE HYDROGRAPHY OF THE STOCK 
MARKET. 


As students of the subject well know, 
this apparently chaotic maelstrom of 
quotations has been analyzed by the late 
Charles H. Dow (one of the founders 
of the Wall Street Journal) into three 
more or less distinct currents, accord- 
ing to the size and duration of the price 
change: 

’ The “Primary Movement,” that cov- 
ers a very wide range, and requires 
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months or years for its completion. It 
is caused by periodic changes in the un- 
derlying economic conditions of indus- 
try and finance throughout the civilized 
world, and the mightiest coterie of 
stock market manipulators would be un- 
able to alter its course permanently. 
There are statisticians of high repute 
who claim that they can predict success- 
fully the general trend of such primary 
movements. At any rate, one thing is 
certain—since millions of shares change 
hands between the ebb and flood of this 
mighty tide, there can be no lack of op- 
portunity for a prophet to profit, both 
going and coming! 

The “Speculative Swings,” both with 
and counter to the primary movement, 
that last for days or weeks, and cover a 
range of tens of points. These swings 
are said to be caused by manipulation, 
current happenings and the technical 
workings of the market machinery. The 
number of shares that change hands be- 
tween high and low is measured by the 
hundreds of thousands; so that there is 
usually a very fair opportunity to get in 
and out, even if one is accustomed to 
trade in 10,000-share lots. Moreover, if 
it were only possible to catch the top and 
bottom of each of these secondary cycles, 
net profits would pour in at an average 
rate of about one point a day, without 
pyramiding! Is it any wonder that ma- 
nipulators and market letter writers 
should concentrate their efforts upon 
these speculative cycles? 

The ephemeral “Chance Fluctuations,” 
that persist for mere minutes or hours, 
and cover the brief range of a few points 
or even fractions thereof. Whatever 
one’s opinion as to the possibility of pre- 
dicting and profiting by the first two 
types of price change, it can never be- 
come possible to either foresee or take 
advantage of the majority of these 
chance fluctuations, which, like the pri- 
mary movements, are frequently beyond 
the control, and seldom the object, of 
manipulative tactics. For these are 
chance ripples reflecting sudden shifts in 
the bid and offered prices with each fickle 
breath of rumor, or produced by the un- 
expected “butting in of rank outsiders” 
who may elect, without warning, to profit 
by the temporary weakness or strength 
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of the market. Frequently they arise 
from the execution of those very orders 
for a few thousand shares by which one 
hopes to profit, and will fade away again 
with an equal profit seeking transaction 
in the opposite direction. 

It is the purpose of the present article 
to study these chance fluctuations by the 
methods of 


THE LAW OF AVERAGES, 


To borrow from the teachings of 
science, we know that there are two dis- 
tinct methods of treating any group of 
occurrences. If the group is composed 
of a small number of observable events, 
we may investigate each isolated event 
in turn until we gain a very fair knowl- 
edge of the associated causes and re- 
sults in detail. But if the group is a 
very large one, made up of all sorts of 
events that are individually too small for 
clear observation, we may yet reach some 
considerable understanding of the nature 
of the group as a’ whole by statistical 
treatment of its component events in ac- 
cordance with the methods of mathemat- 
ical chance and probability—or the law 
of averages, as it is otherwise called. 

Astronomers may never be able to 
study each star in the heavens, yet the 
law of averages is teaching them much 
that is valuable about the nature of space 
and the motions of heavenly bodies, far 
beyond the range of instrumental accu- 
racy. Physicists have never observed a 
single molecule of matter, yet in their 
hands the law of averages has furnist.ed 
an explanation of itearly all the impor- 
tant properties of gases, which are 
merely aggregates of innumerable mole- 
cules in rapid random motion and colli- 
sion. No one can foresee how long 
John Doe is going to live, but insurance 
companies take almost no risk in insur- 
ing the lives of several million John Does 
of all ages, for the law of averages has 
taught them that, out of a certain num- 
ber of men and women living at any 
given age, about so many will die the 
following year, so many the second year, 
etc. 

So, through detailed study, it ought to 
be possible to learn much about each 
stock market cycle of the first type, it 
may be possible to understand each cycle 
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of the second type, but it is not possible 
to fathom the individual vagaries of each 
cycle of the third type. On the other 
hand, we shall be able to learn a great 
deal, by the statistical methods of the law 
of averages, about the chance fluctua- 
tions, considered as a group, that are 
individually so baffling; and even the 
speculative swings will yield greatly to 
such an analysis; but it is doubtful if the 
primary movements can be appropriately 
subjected to such treatment, since there 
are both upper and lower limits beyond 
which it is highly improbable that a 
stock would ever sell. The law of aver- 
ages cannot be emploved readily in dis- 
cussing fluctuations that are artificially 
restricted in magnitude by inflexible 
barriers. 
CHARTS. 

Now any historical study presupposes 
a record of historical facts upon which 
inferences, to be reliable, must be based; 
and although such record may be kept 
in the form of either tables or graphic 
charts, we shall find the latter far more 
lucid, compact and convenient for the 
purposes of this discussion. It is un- 
fortunate that the exploitation of charts 
by tipsters and lambs as a supposed 
means of predicting market movements 
has tended to obscure their legitimate 
statistical value and caused any refer- 
ence to charts to be regarded with sus- 
picion by the conservative element of 
Wall Street. We must not allow preju- 
dice, however, to blind us to the fact that 
all branches of engineering and the pure 
science find charts indispensable as in- 
struments of record and quick cal- 
culation. 

Among the many forms of charts that 
are employed for recording stock prices, 
there are three principal types that it will 
be well to recall. These we shall refer 
to respectively as the “Line Chart,” 
“Unit Chart” and “Stop Order Chart.” 
All three resemble each other in so far 
as they are platted on cross-section pa- 
per, to a vertical scale of prices, and 
depend for their detail and scope upon 
the size of the smallest fluctuation of 
which they take cognizance. Their re- 


spective points of difference are as 
follows : 

The Line Chart follows, by a line 
tracing, each fluctuation, whether up or 





OF WALL STREET. 


down, that is greater than a certain 
selected minimum. Such an “one-point” 
chart will be found in each issue of THE 
MAGAZINE OF WALL Street. Observe 
that, while no complete fluctuations of 
less than one point are shown on this 
chart, névertheless each fluctuation that 
does appear thereon records the full 
range between high and low, including 
the terminal fractions. 

The Unit Chart, on the other hand, de- 
picts a stock as moving up and down by 
arbitrarily chosen full steps, or units, all 
fractions of such unit being neglected. 
In other words, each fluctuation is an 
exact multiple of the unit chosen. Sup- 
pose, for example, that a stock has risen 
from 158% to 163%. On a one-point 
unit chart the record would appear as a 
rise from 159 to 163, constituting an Up 
fluctuation of four one-point units; on 
a half-point unit chart there would be 
recorded a ten-unit Up fluctuation, from 
158% to 163%; etc. A %-point unit 
chart would be the only one to re- 
cord the complete fluctuation as it ac- 
tually took place ; but such a chart would 
be too bulky for most practical purposes, 
so that it is customary to select a larger 
unit when the chief object in view is a 
graphic record of prices. The Unit 
Chart is frequently called by the less de- 
scriptive name, “Figure Chart,” an ex- 
ample of which will be found on page 
284 of THE MaGazINnE OF WALL STREET 
for October, 1911. 

The Stop Order Chart, of which we 
have never seen a published illustration, 
resembles the Unit Chart in so far as 
each fluctuation is represented as an ex- 
act multiple of some arbitrarily chosen 
unit; but differs from it in that no fluc- 
tuation that contains less than a certain 
minimum number of units is recorded. 


Suppose, for instance, that a line chart 
of a stock shows the following fluctu- 
ations : 


BE nak aee de 15954 
MEE odecssne 161% 
Down to ...... 160% 
Up to .........163% 
Down to ...... 160% 
Up to . . 169% 
Down to ...... 167% 
Up to ......... 109% 
Down to ...... 164% 
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Then a “Half-point, Four-unit,” Stop 
Order Chart (one in which each fluctu- 
ation is some exact multiple of a half- 
point; and no fluctuation of less than 
four such units, or two points, is recog- 
nized) would show the following fluc- 
tuations : 

A fluctuation of 7 units, from 160 up 
to 163%; 

A fluctuation of 5 units, from 163% 
down to 161; 

A fluctuation of 17 units, from 161 up 
to 169%; 


A fluctuation of 10 units, from 169% 
down to 16414. 

We have called this a “Stop Order 
Chart,” because it is just the kind of 
record that would be convenient for a 
trader who made a practice of following 
the trend of the market with a sliding 
stop order, kept a certain uniform num- 
ber of units (four, in this instance) 
away from each fresh record price. 


(To be continued.) 


Notes on Office Trading 


IV—The Unit of Trading and Its Management 


A trader who has acquired a fair 
degree of market judgment and employs 
a competent method will, of course, not 
actually need to do more than decide 
upon his normal unit of trading and keep 
to it. He may be assumed to make about 
as many profits as losses at least, and the 
technical means he would employ to 
reduce the average size of his losses by 
stops, etc., would probably ensure that 
his aggregate profits exceeded his ag- 
gregate losses over a fair period of time. 
If his transactions were subject to the 
laws of probability in their strict form 
he could do nothing more, because the 
natural odds on the outcome of each 
single trade are equal. 

It is not so, however, in practice, when 
a number of consecutive trades are con- 
sidered. We see by the table that out 
of 126 cases where two successive losses 
occurred, 58 ran on to three or more, 
and of the 58 which ran on to three, 19 
extended to four or more. It is, there- 
fore, justifiable to increase the trading 
unit a little after two losses in succession, 
and more after three such losses—pro- 
vided that it is not done in such a way 
as to impair the original relation between 
the unit of trading and the working 
capital. That is to say, it must only be 
done if there -is profit-money that can be 
risked, and only to such an extent as not 
to materially impair the aggregate of 
such profit-money. To endanger the 


whole accumulation of profits in taking 
on extra stock is to run the risk of 
nullifying the advantage gained from a 
profitable period, or even to cause a 
whole season to end without good results. 

During the eight seasons shown on my 
table the net profits have varied from 
about 93 per cent. to several hundred 
per cent. on the original capital at the 
beginning of the season. I base my cal- 
culations on the assumption that 100 per 
cent. is reasonably probable, as well as 
satisfactory. The season may be said 
to last ten months. I therefore must 
withdraw 10 per cent. a month before 
I am justified in increasing my 
unit. That being done, I consider it 
a fair risk to take 3 points of profit- 
money, and with it increase my unit by 
50 per cent. after two consecutive losses, 
and if that trade shows a loss follow it 
up by taking two units for one more 
trade. But I discontinue the increase in 
any case after the second such trade. 
Evidently I am risking 1 point extra on 
the first and 2 points on the second 
trade. Total, 3 points. 

The reasoning here is based on the 
proportion of cases of two and of three 
consecutive losses that are followed by 
further losses to the cases in which those 
trades are followed by profits. The re- 
sult is, usually, that the loss made in the 
second losing trade (or the third, as the 
case may be) is at once measurably made 
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up, and the steady accumulation of 
profit-balance is resumed. 

It will not do to carry the extra shares 
on beyond the second trade, even if that 
trade is a losing one, because the number 
of losses might go on to the limit, and 
I should lose too much of my accumu- 
lated profit-money. In that case I should 
have to increase my normal unit per- 
manently (because it would require con- 
tinuous trading on an enlarged scale to 
make up a series of losses made upon 
an enlarged scale), and that is only to be 
done subject to the restrictions laid down 
in the succeeding section of this article. 
Within the limits here assigned, however, 
I have found it of very great advantage 
to increase my unit temporarily. 

Finally comes the question of per- 
manently increasing the normal trading 
unit when a substantial amount of 
profit-money has accrued. Different 
considerations rule here from what ob- 
tained at the beginning of the season, 
because there is now less time for the 
laws of average to operate on the trades 
that remain to be made. Moreover, in 
every one of the eight years tabulated 
there was great irregularity in the 
productiveness, not only of the seasons 
themselves, but of different parts of each 
season. By far the larger part of the 
profits were made during periods not 
aggregating more than four or five 
months at most, and there was no sort 
of uniformity in the distribution of those 
periods over the season. The existence 
of the profit money, moreover, is of itself 
= that a profitable period has just 

experienced. Consequently a rela- 
tively lean period may be reasonably sus- 
pected to be imminent. 

I increase my unit, therefore, as fol- 
lows: 

As soon as I have profit-money 
amounting to 125 per cent. of my original 
capital (including margin-money) I 
withdraw 75 per cent. and increase my 
unit 50 per cent.; when 100 per cent. 
more profit-money has accumulated I 
withdraw half of it and increase my unit 
another 50 per cent. I do not care to 
increase my unit sooner than this for the 
first two increases, because I must under 
no circumstances risk losing substantial 
profit-money when once made, until I 
have at least taken away from danger a 
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Runs of consecutive losses. 
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point stops until December, 1905. Since then m 


utive losses, totaling 73% points, occurred. 


(a) I did not finally abandon 3 
(b) One series of eleven consec 





y and March, 1907. 


y losses have averaged smaller. 


Chiefly due to exceptional profits on short side in Februar 


t of season not profitable. 


i. €., since using 2 pt. stops exclusively. 


Early par 


(c) Largest per cent. profit on capital this season. 


(d) Smallest per cent. profit this season. 
(e) Average from 1906-7 to 1910-11 only, 











NOTES ON OFFICE TRADING. 


liberal percentage on my capital. Hav- 
ing got the 125 per cent. safe, however, 
I will increase in smaller instalments as 
opportunity offers during the rest of the 
season, but always taking away as much 
as I add to my trading capital. It will 
be noted that on my profit and loss record 
of January 27, given above, I have not 
yet accumulated 37% points, so I am 
still using my original unit. These in- 
creases of course are chiefly rendered 
possible when the early part of the sea- 
son happens to be quite profitable, and 
naturally they tend to increase in 
geometrical progression towards the end 
of a consistently successful season. 


The method described is much easier 
to carry out in practice than to describe. 
In order to apply the suggestions herein 
contained to the operations of other 
traders it is essential that they be 
methodical: traders, and that they keep 
records of each transaction from which 
data similar to those given herein can 
be derived. 


As “Rollo Tape” has very truly ob- 
served, in the last analysis everything 
depends upon the man behind the method. 
He must have judgment, a sound techni- 
cal method systematically controlled, and 
—the nerve to follow his method, no 
matter where it leads him. Stock trad- 
ing is not easy money, and the trader 
must give himself every possible ad- 
vantage of method and systematic work 
if he expects to make a permanent suc- 
cess of it.—B. 

Most traders who are now making 
money have had to pass through a good 
many years of haphazard trading, and 
have lost large sums of money in the 
process. The people who make money 
have no particular incentive to tell Tom, 
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Dick and Harry how they do it. Most 
of us have long ago discovered how 
thankless a task that is. Conditions are 
different in the case of those who will 
read these words. It may be taken for 
granted that they. are serious students 
who have read this magazine from the be- 
ginning. (If they have not, the sooner 
they possess themselves of a complete 
file the better.) I am of opinion that 
such students, availing themselves of such 
helps and hints as are now within their 
reach, should not require more than three 
or four years before they can determine 
whether or not they are fitted for office 
trading. 

One of the peculiarities of the novice 
in this business seems to be an absolute 
unwillingness to be guided by the advice 
of those whose opinions are founded on 
experience. Any old trader who has “ar- 
rived” is not in the least likely to say 
much about big profits, and is extremely 
likely to talk a lot about losses. Begin- 
ners don’t like to hear about losses. They 
read the advertisements and circulars of 
the tipster fraternity, and ——! 

I believe it is possible to suggest-a 
course of logically-developed study of the 
theory and practice of office trading along 
the lines that obtain in all technical pro- 
fessions. The office trader ought to pass 
through three stages: (1) Study of the 
market ; (2) Experimental trading ; part- 
ly for the purpose of evolving a workable 
trading method, suited to his idiosyn- 
crasy, and partly for the highly essential 
training of his own self-control; (3) 
Systematic trading, during which, and 
for the rest of his career, he should be 
finding his technical skill increasing and 
his market judgment becoming more and 
more reliable. © 





It’s Not What You Make, but What You Keep That Counts. 


TWENTY-POINT profit means nothing unless followed by more 
profits or by losses totaling much less than twenty points. 

Your progress cannot be gauged by any one trade, but by monthly or 
yearly operations which show consistent money-making after all losses, 
commissions, interest, tax charges, etc., are deducted. : ; 

A losing day, week or month is significant only when considered in 
its relation to what preceded or followed. 


rofit of ninety 


ints in nine months is good or bad, according to 


what is accomplished in the other quarter of the year. 








INQUIRIES 


This department is to answer miscellaneous questions in regard to the science of investment, method 


of operating, the customs of the markets, etc. 


It is intended for the use of subscribers only. Please write 


questions briefly and, if personal reply is desired, enclose stamped and self-addressed envelope. Address 


INQUIRY DEPARTMENT. 


Broker’s Discretion. 

I recently instructed my broker to sell 
my holdings of a certain stock at the best 
price obtainable on the following day. The 
stock sold over a range of about two points, 
and my broker sold the stock almost at the 
a 3 Have I not cause for complaint? 
Presumably not. An order to sell at the 
best price obtainable is simply an order to 
sell at the market. Your broker does not 
claim to be able to exercise discretion in 
selling your stock. If he could pick out the 
best price obtainable during the entire ses- 
sion, he would soon be doing a phenome- 
nally large commission business, for his 
services would be in tremendous demand. 
He leaves you to exercise the discretion and 
— executes your orders as you give 
them. 





Checks on Brokerage Houses. 


I notice that some brokerage houses issue 
check books for the use of customers. What 
is the understanding in such case? Will the 
broker honor checks so long as the cus- 
tomer has a cash balance, or will he retain 
ten or twenty points margin on open trades? 


Usually there is no very definite under- 
standing in regard to checks. The broker 
assumes that the customer will not draw 
checks unless he has a sufficient balance to 
take care of them, as well as to protect open 
trades. If a check should come in which 
would reduce margins to the danger point, 
the broker would doubtless communicate 
with the customer before-paying the check. 
If he could not do this, he would naturally 
be obliged to refuse to honor the check. 





Transferring Account. 


I desire to transfer my account from one 
broker to another, but I have numerous 
open trades. Is it necessary for me to close 
all these trades in order to make the trans- 
fer?—S. P. 

No; you have only to notify your present 
broker that you wish him to transfer all 
trades and yay orders, together with your 
balance, to the other broker, as designated 
by you; also to advise the new broker that 
you have done this. Neither broker will 


make a charge for this transfer. 


Ticker Service in Small Cities. 

L. B.—Stock ticker service in cities out- 
side of New York is none too reliable. The 
instruments appear to be iuferior and con- 
tinually getting out of order, and frequent 
errors occur, so that the tape reader is 
somewhat handicapped. Unde, the circum- 
stances, your best plan would be to ignore 
the volumes, since you cannot rely upon 
them. Work on supply and demand, sup- 
port and pressure, as set forth in “Studies 
in Tape Reading.” This is the only remedy 
we can suggest. 





“Technical” Conditions. 


I do not fully understand how the stock 
market can be fundamentally strong and 
technically weak at one and the same time. 
It is often described in practically this way 
by reporters.—J. T. 

What is meant in this case is that gen- 
eral conditions are good and the broad 
tendency of the market apparently upward, 
but that, for one reason or another, the 
floating supply of stocks has at the mo- 
ment become largely lodged in weak hands, 
so that on any decline large miscellaneous 
selling might occur. 

There is no contradiction in this. During 
a prolonged upward movement, many light- 
weight speculators are attracted into the 
market, and after a time they are likely to 
get loaded up beyond their capacity. In 
such a case, an active drive at prices may 
exhaust the margins of these traders or 
frighten them into hurried selling. This 
may happen absolutely without any regard 
to the strength of the fundamental situa- 
tion. Of course, such a movement will not 
proceed far, and it merely affords the con- 
servative investor a good opportunity to 
pick up stocks at a bargain. 





“Pegged.” 


What is meant by the statement that a 
stock is “pegged” at a certain price?—L. T. 

This is one of the terms used in traders’ 
jargon to indicate that some one is believed 
to stand ready to purchase all offerings of 
the stock at a fixed price. Of course, such 
a thing is not impossible, but we believe it 
is very unusual. Ordinarily, these “pegs” 
exist only in the excited imaginations of 
speculators. Investment demand is not 
likely to be all at one price. Orders would 














naturally be scattered over a wide range. 
And where large interests are active in a 
stock, there is usually no reason for their 
buying all offerings at a fixed price, when 
they might just as well buy some of these 


offerings cheaper by merely “standing from 
under” for a short time. Speculative gossip 
of this character is, as a rule, not to be taken 
seriously. 





Allis-Chalmers “ist Paid.” 


Will you please advise me what the morey 
value is of ‘the following quotation: “100 
Allis-Chalmers common Ist paid, 1%?” I 
assume it to be $187.50, but am in doubt as 
to the basis used under the reorganization 
plan of 35 shares of common and 10 shares 
of preferred, for each 100 shares old com- 
mon.—C, T 

On this basis the old stock is worth % 
and the $1 per share assessment makes up 
the 174. Nine dollars per share additional 
is payable on this stock beginning October, 
as called by the committee. When the full 
assessment of $10 per share is paid, you 
will receive in exchange for this “full paid” 
certificate, thirty-five shares of new com- 
mon and ten shares of new preferred. 





New High Price Ex-Dividend. 


Union Pacific made a high price of 175% 
on April 9. Since then a dividend of 214% 
has come off. In looking for a bullish indi- 
cation this month, would you make allow- 
ance for this dividend? That is, would the 
stock have to cross 175% or 173% to give 
a bullish indication? If the stock crosses 
the old high this month I should say a 
larger rise would be indicated than if it 
had done so, say, the latter part of April. 
Do you regard this reasoning as correct? 
—G. B. 

We should make no allowance for the 
dividend in trying to figure a bullish indi- 
cation on Union Pacific. We cannot take 
this crossing of the high price as an in- 
fallible rule. It all depends on the accom- 
panying indications; that is, what is hap- 
pening on the tape at the time the new 
high price is made. There are so many 
phases of this branch of market interpreta- 
tion that we would not, if we were you, 
attempt anything of this kind along me- 
chanical lines. 


Crediting Dividends. 


I have 20 shares Great Northern on mar- 
gin and wish to know if the dividend for 
which the books close July 11, will be cred- 
ited to my account at once by my broker 
on that date, or not until its payment on 
August 1. If I should sell between the 


closing of the books and the payment of the 
dividend, would I lose the dividend?— 


D.S. 
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Your broker will credit your account 
with the amount of the dividend on the day 
that it is collected from the Great Northern 
Railway Co. If you are long on the day 
the books close, you are entitled to the div- 
idend, and you can sell if you like between 
that time and the date of payment without 
forfeiting your dividend. 





Collateral Margin. 


Instead of putting up cash as margin, I 
would prefer to buy a good stock and put 
that up. In doing this, will you kindly tell 
me the safest mode of procedure, so that I 
could claim my certificate no matter what 
happened to the broker? Would it not be a 
good plan to have the certificate registered 
in my name, and notify the transfer office 
not to transfer same without my written 
consent? I want to select the safest way to 
trade, and would be thankful for your sug- 
gestions. I would have no objection to the 
broker using the certificate in his loan ac- 
count, providing I could get it back if he 
should fail.—C, J. 

In regard to depositing a certificate to 
be used as collateral margin, you could not 
have the certificate registered in your name 
in the manner you suggest, because in that 
case the stock would not be “a good trans- 
fer,” so called, and the broker would not be 
able to sell the stock if he should find it 
necessary to do so in order to protect him- 
self against losses on your account. Of 
course, the best plan is to select a house 
in which you have confidence enough so 
that you de not fear the possibility of their 
failure. You could, however, request your 
broker to write you a letter agreeing to 
keep your certificate always in his own 
vault, providing the broker was willing to 
make this arrangement. 

In case of the broker’s failure, if you have 
a record of your certificate and can identify 
the same, and if the certificate is found by 
the receiver among the broker’s possessions, 
you can then get the certificate back by pay- 
ing any debit balance which may stand 
against you on the broker’s books. Usually, 
when a broker is in danger of failure, he is 
likely to borrow on all available collateral, 
and when his failure becomes imminent, the 
banks holding the collateral may dispose 
of it in order to protect themselves. For 
this reason the certificate is, in many cases, 
not found among the broker’s possessions; 
but if you hold his agreement to keep the 
certificate in his own vault, and not to sell 
or hypothecate it unless such action should 
become necessary because of a large debit 
balance on your account (which you, after 
proper notice, failed to make good), the 
alee would then place himself liable to 
arrest under the criminal law if he should 
convert the certificate to his own use. 

This matter is fully explained in volume 
5, page 212, of this magazine, and is also 
referred to in volume 6, pages 42 and 93. 
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Trend Letter Averages. 

I am a subscriber to your trend letter. 
With your letter you inclose every week, a 
sheet giving the quotations of the week, 
and at bottom of page you give a list of 
averages of the different days. Will you 
kindly give me the list of the Industrials 
and Rails that you employ for that purpose? 
It would be a great help to me to be able 
to compute these every day myself.—J. B. 

We use the familiar “Dow-Jones” aver- 
ages, which are computed daily and pub- 
lished in “The Wall Street Journal.” Clos- 
ing bid prices are used—not the last sale. 

The twelve industrial stocks are: Amalga- 
mated Copper, American Car & Foundry, 
American Taicheaea. American Sugar, Cen- 
tral Leather common, General Electric, Na- 
tional Lead, People’s Gas, United States 
Rubber common, United States Rubber Ist 
preferred, United States Steel and United 
States Steel preferred. 

The twenty active railway common stocks 
are: Atchison, Baltimore & Ohio, Cana- 
dian Pacific, Chicago & Northwestern, Chi- 
cago, Milwaukee & St. Paul, Delaware & 
Hudson, Erie, Illinois Central, Lehigh Val- 
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ley, Louisville & Nashville, Missouri Pa- 
cific, New York Central, Rock Island, 
Southern Pacific, Southern Railway, Nor- 
folk & Western, Northern Pacific, Pennsyl- 
vania, Reading, Union Pacific. 





Announcement 


N the September issue we shall 
publish the first of a number 
of Editorial Articles showing how 
the people can and should make 
use of and profit by the machinery 
of Wall Street. 
This will be in addition to the 
special articles announced on page 
XI. 





Readers frequently ask to be referred to responsible brokerage houses. 


In making 


such a request, please state what amount you have for investment, or in what sized lots 


you wish to deal. 
you have any preference in this regard. 








Also state what large city is located most conveniently to you, or if 


We refer our’ readers only to such houses as we would consider safe custodians of 
our own funds, but of course can take no further responsibility. 





The Figure Chart 


The following figure chart completes the chart on page 108 of the July, 1910, Macazine 


or WALL Street, down to date given below. 


It is based on the daily average closing bid price 


of 20 standard railway stocks, and gives a general view of the course of the market since 


June, 1910: 
June, July, Aug. Oct. Feb. June Sept. Nov. Apr July 
22, a... 37, 18. 20, 7. 27. 23. 20, 18. 
1910. 1911. 1912 
23 23 23 
22 22 22 22 22 
21 21 21 21 21 21 
20 20 20 20 20 20 20 20 
19* 19 19 19 19 19 19 19 19 19 
18 18 18 18 18 18 18 18 18 18 18 18 18 
17 17 1717) =171717 17 17 17 17 17 17 17 17 
16 16 1616 1616 16 16 16 1616 16 16 
15 15 15 1i$1§. 15 15 15 15 15 
14 1414 14141414 14 14 14 14 
13 13 1313 13 13 13 13 13 13 13 13 
121212 12121212 12 12 12 
ll 11 11 11 11 11 11 
10 10 10 10 
09 09 09 
08 08 
07 07 
06 


*100 is subtracted from each figure in order to condense the, ehart, 
119, etc, 


Thus 19 represents 














view of the financial and industrial 
situation, with the best available 


Essential Statistics Boiled Down 


T* figures below give a complete 





comparisons for the corresponding mo:th 
(or nearest month obtainable) in each of 
the four preceding years. 





July, 1912 
1912 
May, 1912 


June, 


July, 1911 
ee 
;. ae 
“ 1908 


*June. 


June, 
May, 
June, 


July, 1912 
June, 1912 
May, 1912 
July, 1911 

“1910 

“ 1909 
o“ 1908 


*June. 


July, 1912. 
June, 1912. 


May, 1912.... 


July, 


ae 
, Oe 


: 1909..... 
wee te 


*June. 


Average Average Per Cent. Per Cent. Per Cent. Per Cent. Money in 


Money 
Rate 


Money Cashto 


Rate 


Loans to 
Deposits, Deposits, Deposits, Deposits, Per Capita 
Prime European New York New York 


Cashto Loanst 


All All 


o Circulation 


First of 





Commer- Banks Clearing- Clearing- National National Month. 
cial Paper house hous* Banks. Banks. 
New York. Banks. Banx: 
soa tel 4% 3% 25.1 98.2 ait re $34.26 
es 4 3% 26.7 96.3 16.2 102.6 34.61 
WAS 4% 3% 26.1 97.2 aed a 34.56 
tae 3% 3% 26.3 97.4 17.3* 102.8* 34.35 
bah 5% 3% 27.5 100.6 15.5* 103.2* 34.52 
iin 3% 3 27.3 94.0 18.1* 103.3* 35.01 
lee 34 3 28.9 93.9 19.4 106.1 3481 
New Securi- Bank Balance of Balance of 
ties Listed Bank Clearings Gold Trade 
N. Y. Stock Clearings of U.S. Movements Imps. or 
Exchange of U.S. Excluding —Imports or Exports. 
(000 omitted) (O00 omitted) N. Y. City. Exports. (000 omitted) 
(000 omitted) (000 omitted) 
$272,743 $13,697,536 $5,736,445 Ex. $1,537 Ex. $6,941 
113,452 14,883,783 6,104,005 Ex. 1,104 Ex. 19,697 
166,751 13,834,186 5,618,651 Im. 1,692 Ex. 18,899 
152,566 13,841,758 5,477,437 2,977 Ex. 8011 
141,417 14,155,364 5,043,660 . 5,978 Im. 7,245 
304,265 9,835,204 4,181,344 Ex. 5,177 Ex. 23,262 





Gibson’s Bradst’s English 


Index 


Cost of Commod- Commod- 


Index of Indexof sale 


of Iron 


of 


Whole- Produc’n Price U. S. Produc- U.S. St’l 
tion of Cop- Co. Unifill. 
Price of (Tons.) Copper per (Lbs.) 


Tonnage 





Living. ity Pcs. ity Pes. Pig Iron.(0000’td.) (Cents). (000 o’td.) (000 o’td.) 
116.6 9.11 2705 $15.88 re Wa. veamee “phe 
120.4 9.10 2687 15.55 2,440 17.3 122,315 5,807 
122.7 9.27 2693 15.61 2,512 16.1 126,737 5,750 
110.0 8.59 2517 15.13 1,787* 124 124,554* 3,361* 
115.5 8.92 2362 16.50 2,265* 122 127,000* 4,257* 
112.8 8.45 2176 16.88 1,930* 128 116,000* 4,057* 
107.3 7.82 2190 16.65 Sa” meee. ~ keda oc 3,313* 
Babson’s 
Net Building Business Crop Conditions. Average 
¥ a Opeations, a r nn ; . 10 ners 
o e wenty otal inter Spring 
Cars. Cities. Liabilities. Wheat. Wheat. Corn. Cotton. Bonds. 
64,024 ek ee 73.3 89.3 81.5 rs 97.4 
86,386 $57,545,437 $13,630,238 743 95.8 te 80.4 97.3 
130,098 59,434,953 14,076,671 79.7 sats as 789 97.6 
163,621 56,409,783* 13,173,987* 768 738 80.1 88.2* 982 
142,865 50,116,725* 10,289,920* 81.5 616 854 80.7* 968 
259,697 62,067 ,000* 11,255,168* 824 927 89.3 74.6* 1020 
303,042 46,358,000* 16,210,397* 806 894 &2.8 81.2* 95.4 











The Situation Summarized 


While an attempt is here made to divide the important factors into favorable and 


unfavorable, this classification is for convenience only. 


It should be fully recognized 


that the same factor may have a bullish effect in one direction and bearish in another, 
or may be bullish in its immediate influence, but containing dangerous possibilities for 


the future. 


Also, it would be impossible to strike a balance in this way, as one bullish 


factor might be so important as to outweigh all bearish considerations, or vice-versa.] 


Favorable 


Crops.—Cotton, corn, oats and spring 
wheat all indicate a fairly favorable outlook, 
though, of course, all except oats still have 
a critical period before them. Small crops 
are mostly doing well. An excellent crop 
of hay has been gathered. In general, the 
crop outlook may be called about average. 

Presidential candidates of high character 
and attainments have been nominated by 
both Republican and Democratic parties. 
The outlook for the “third party” is uncer- 
tain. At present it is hardly taken seriously, 
but it may develop. 

Imports of raw material by American 
manufacturers are running about forty per 
cent. heavier than last year. This indicates 
that manufacturers look for better business. 

Iron and steel business continues active 
with some further advance in prices. How- 
ever, prices are still comparatively low and 
profits of companies moderate on that ac- 
count. United States Steel Corporation or- 
ders show a small increase for the month, 
on top of a heavy output. 

Copper stocks continue to decrease, but 
doubtless there is a somewhat larger ac- 
cumulation of unrefined copper at refineries, 
and of copper in second hands. 

Railway extensions continue in the North- 
west, especially in Canada, where the Can- 
adian Pacific is extensively double tracking. 

Railroad equipment orders for the first 
six months of the year were more than 
double those for the corresponding months 
of 1911. Steel rail orders were fifty per 
cent. more. 1911 orders were small. 

Illinois Central will introduce electric 
service on all lines inside Chicago city 
limits within five years. 

New York subway situation is now set- 
tled, as the Court of Appeals has decided 
that the legislation authorizing subways is 
constitutional. Construction is in progress, 
and will involve enormous expenditures. 
Necessary financing already arranged. 

Railroad gross earnings continue large, 
but the increase cannot be saved for net, 
by most roads. An active condition of 
business is shown. 

Labor.—Chicago freight handlers’ strike 
settled. No summer suspension in Pitts- 
burgh district. Various threats have failed 
to result in trouble, and general situation 
is improved. 

Bank clearings large for entire country, 
indicating good business activity. . 

Stocks of goods on hand continue very 
small. Retailers show no disposition to 


stock up as yet, but general sentiment is 
hopeful. Many are waiting on the crops. 


Unfavorable 


Money market shows a disposition to 
harden. Demands over July 1 caused a 
temporary deficit in New York bank re- 
serves. It is believed that higher rates are 
probable in the fall, if business maintains 
its present activity. Time money and com- 
mercial paper are a little higher than last 
year. Real stringency looks improbable. 

High grade investments are still hard to 
sell both here and abroad. London under- 
writers have recently been compelled to 
take up a large part of several issues of- 
fered. Consols are at a new low price 
again, lowest since 1826. 


All national banks of the United States, 
according to the latest returns to Comp- 
troller of Currency, show an unusually large 
proportion of loans to cash, and very large 
investments in “bonds and other securities.” 
However, the per cent. of loans to deposits 
is still relatively low. 

Democratic platform was a radical pro- 
nouncement. Regardless of the merits or 
demerits of the policies proposed, the pos- 
sibility of such important changes tends, 
at least temporarily, to discourage the in- 


vestment of capital in new enterprises. 
Wilson’s speech of acceptance is now 
awaited as a further interpretation of the 
platform. 


Winter wheat crop small, owing to re- 
duced acreage and low condition. 


Cost of living shows a slight reduction, 
aS measured by index numbers, but is still 
high and continues to cause political un- 
settlement and trade uncertainty. This 
appears to be the most serious and perma- 
nent of the unfavorable factors in the situa- 
tion. 

Railroad conditions are rather - unsatis- 
factory. Taxes and fixed charges are con- 
stantly increasing, while net earnings are 
either stationery or decreasing. Some 
roads are exceptions, of course. 


Ontario & Western passes its dividend. 
Further reduction in St. Paul dividend is 
feared, perhaps to 4 per cent. 


Tariff uncertainty is probably restricting 
activity in certain lines. A few newspapers 
are attempting to raise the old cry of “Free 
Trade,” in the hope of frightening industry 
for political effect. 


New financing for six months breaks all 
records. While not immediately dangerous, 
this is not a healthy indication for prices 
of securities already outstanding. The 
whole world wants more improvements and 
extravagances than it can save the money 
to pay for. 























The Outlook 


Some of the Factors Beneath the Surface of Current Events 
By G. C. SELDEN 


HE general course of railroad stocks 
for ten years is shown in chart form 
below. The last week given is that 

ending July 13, 1912. 

The diagram also shows, in millions of 
dollars, the course of excess deposits and 
surplus reserves of New York clearing- 
house banks (excluding the trust compa- 
nies). The zero line represents equality of 
loans and deposits. 

Position of New York banks. In the lat- 
ter half of June both excess deposits and 
surplus reserves took a sharp dip, the 
former dropping from $60,000,000 to $20,- 
000,000 and reserves going to a deficit of 
about $8,000,000. The banks were obliged 
to raise money rates a trifle in order. to 
restore their reserves, but the natural re- 
turn of money after July 1 made this easy 
enough to accomplish. 

Some months ago I commented on the 
fact that in every genuine bull year back to 
1902, the high point of excess deposits in 
the middle of the year, in the recess be- 
tween crop planting and harvesting, was 
higher than the high point of the preceding 
winter, in the interval between the crop move- 
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ment and the spring planting. This year 
has failed to show such a new high point. 

As regular readers of this column are 
aware, I use this excess of deposits over 
loans as a rough index of the accumulation 
of liquid capital. Since 1896, at least, a sort 
of cyclical swing in stocks may easily be 
distinguished, running from three to four 
years, and comprising an upward and a 
downward movement of prices. Low points 
were touched in 1896, at the end of 1899 
(only a small downward movement here 
because of strong upward swing for the 
20-year cycle), 1903, 1907, 1910. Of course, 
one “leg” of such a cycle may be much 
longer than the other, either in time or in 
price movement or in both. The cycle is 
distinguished and determined by the broad 
movement of financial forces rather than 
by prices alone. 

As each of these short cycles pro progresses, 
the accumulation of liquid capital tends to 
culminate earlier in the year. For example, 
in 1904 the high point of excess deposits, 
about $110,000,000, came late in August; in 
1905, about August 1; in 1906, about August 
1; in 1907, early in June. In the next cycle, 
the high point of 1908, about $100,000,000, 

/ ! 1912 


49/0 | /91/ 








240 


occurred about September 1; 1909, in July. 
The downward movement, in this period 
was checked in the middle of 1910 and a 
new accumulation, much more fitful and 
irregular than 1904 or 1908, began in Au- 
gust. It was interfered with by heavy 
demands for crop movement, but was 
strongly resumed in January, 1911, culmi- 
nating about July 1. A still higher point 
was reached in January, 1912; but it ap- 
pears that the recent downward movement 
of excess deposits marks the end of the 
summer accumulation. This occurred in 
the first half of June. 

On this basis, one would say that the 
present three or four years up-and-down 
swing of the market was at least half over, 
in point of time. The upward movement, 
since the low point of July, 1910, has been 
slow and irregular. It started from a rel- 
atively high level and there has never been 
behind it any such tremendous fund of liq- 
uid capital as existed in 1904 or 1908. It is 
nard to see at this time where such a fund 
could come from without a far greater 
degree of general business liquidation than 
we have yet had. 

It is, of course, understood that the 
above considerations have no bearing upon 
the immediate market. They are long- 
range factors only. 

The Comptroller’s report. .The most no- 
ticeable feature of the figures recently 
given out for all National banks in the 
United States is the expansion of loans and 
«leposits in comparison with cash. The per 
cent. of cash to deposits is 16.2, which com- 
pares with a high point of 20 per cent. in 1908, 
and a low point of 15 per cent. in 1910. Since 
the stock market liquidation of 1910, we have 
never at any time seen any such accumulation 
of idle cash in banks as occurred in 1904 and 
1908. The highest per cent. reached was in 
June, 1911—17.2 per cent. 

The reason of this is that, while we hail 
a sharp stock market liquidation in 1910, we 
had no important liquidation in general 
business, in real estate, or in commodity 
prices. Hence cash was not released from 
business uses and did not reach the banks 
in any large volume. 

An accumulation of idle money is the 
proper fuel for a bull market. Until this is 
available it may safely be assumed that up- 
ward movements in stocks will be moderate 
and limited. 

Turning to the per cent. of loans to de- 
posits of all National banks in the United 
States, we find that this has remained prac- 
tically stationary around 103 for over a 

ear. It will be remembered (see Volume 
, page 101, of this magazine) that the 
movement of this figure is directly oppo- 
site to the trend of the stock market. ur- 
ing a bull market, the ratio of loans to 
“oo falls; during a bear market it rises. 

onsistently with this rule—which is, of 
course, based on sound reasons—this per 
cent. rose to nearly 107 in the summer of 
1910, and during the following year fell 
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back below 103. During the past year it 
has remained nearly stationary, and it must 
be said that the stock market has done the 
same. I do not find any period of three 
months since 1897 when the market has re- 
mained so nearly motionless as during the 
last three months. 

New financing. All the above figures 
point to the same condition—inability to 
accumulate liquid capital for investment in 
the stock market becatise of the high cost 
of living and the heavy demand for na- 
tional, State, municipal and corporation 
expenditures. 

For example, in the first half of 1912 
American railroad and industrial corpora- 
tions have announced $1,557,000,000 of new 
securities, against $1,229,000,000 for the cor- 
responding period of 1911. This figure 
breaks all records. The largest increase 
was in stocks of industrial corporations— 
$370,000,000, against $148,000,000 last year. 

This is evidently one of the places where 
the public’s money is going, instead of into 
existing stocks and bonds. Most of these 
new stocks bear a high rate of interest. 
Many of them are meritorious. Some are 
not. In one prominent case at least in- 
vestors have already suffered a_ rude 
awakening. 

Other vast sums are going into the Pan- 
ama Canal, the New York subways, the 
New York State barge canal, various big 
irrigation projects, and costly municipal im- 
provements in nearly every city and town. 
Most of these undertakings are certainly 
very useful and desirable, but we are sink- 
ing a great deal of capital in unproductive 
or doubtful enterprises, and that at a time 
when the high cost of living makes it diffi- 
cult to accumulate. I can’t get away from 
the belief that a period of exhaustion must 
follow within a few years. It is to be 
hoped, however, that the severity of this 
period will be mitigated by the great in- 
crease in the productivity of labor which 
has occurred since our last era of stagna- 
tion, 1893 to 1896. 

Politics. In view of present political un- 
settlements, it is interesting to recall that 
the bear market of 1896 reached -its lowest 
point in August, when the Bryan meeting 
at Madison Square Garden proved a “frost,” 
and prices gradually stiffened from that 
date until after the election of McKinley. 
In 1900, the low point was touched in June, 
when Bryan was nominated. His election 
was believed to be impossible and the mar- 
ket advanced during the rest of the year. 
In neither 1904 nor 1908 was there any evi- 
dence that the stock market was affected by 
politics. Both were years of rising prices, 
— the severe liquidations of 1903 to 


The effect of politics on the market is 
usually much overestimated. The market 
pays little attention unless some real and 
definite danger is to be apprehended from 
political changes. 








